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INl-RODUCTION ^ 

* »? 

This publication contains three important new papers, on- current problems 
in school finance. The first paper presents an analysis of the school 
finance reform law in Illinois and provides extensive insights into the 
operation of this law* Equally important in this study. Professor 
G. Alan Hickrod and his associates have provided a useful firamework for ' ^ 

evaluating school finance laws in other States^ 

p 

In the second paper. Professor Harvey £• Brazer explores the relationships 
between selected features of school districts in Michigan which can ex- 
plain some inter-district cost differences. He also constructs an index 
that measures price differences among school districts using the available 
data. This paper represents a first attempt to go beyond a simple 'cost-of- 
living' index to adjust for district cost differences associated with^ 
location. Some methodological and data problems remain,, and the U.S. Office 
of Education is funding a follow-up study aimed at refining this approach. 

In the third paper,. Dean Dick Netzer explores special urban aid factors in 
St^te school aid formulas for selected cities often characterized as having 
municipal' overburdens. The author provides^ an important contributioh to an 
understanding of school finance with his analysis of 'the effect of tax 
exporting on the local tax burdens of these cities, the effect of url?an 
school aid factors, and the probable effects on tax burdens of various 
, school finance reform proposals. 

In the final section of this publication, school finance reform laws enacted 
in three States in 1974 are briefly described. The U.S. Office of Education 
will continue its efforts to explore major school finance problems as a 

meatis of promoting equity in school finance. ^ 

Esther 0. Tron 
Project Monitor 

V ^ / 



THE 1973 REFORM OF THC ILLINOIS GENERAL PURPOSE EDUCATIONAL 
GRANT-IN-AID: A DESCRIPTION AND AN EVALUATION . . 

INTRODUCTION AND ACKNOWLEDGEMENTS 

V . , » . 

"The old order changeth, yielding place to new; 
and .God fulfils himself in many ways , ' , 
, I Lest one good custom should corrupt the world." 

— Tennyson 

f 

For ^almost half of a century one type of grant-in-aid system was dominant 
in -the United States for the financing of the K-12 jurisdiction. Known variously 
as the "/foundation" program or "Strayer-Haig-Mprt" program It served K- 12 
educators for almost five decades. In the late sixties various states began to 
experiiiient with other forms of educational grants^-in-aid. By the suiran^r of 1973 
almosJhalf of the fifty states had mdde appreciable changes in their*K-12 
allocation systems. Many of these states adopted grant-in-aid systems in which 
the state aid will increase if the local school -districts either (a) spend more, 
or (b) tax themselves more. Various names have been applied to these types of- 
grants-in-aid throughout the United States: "incentive systems, variable matching 
grants, percentage equalization systems, guaranteed tax yield systems, equal 
expenditure for equal effort systems,, arid district power equali^tion." 
/Specialists in school finance continually debate subtle shades of differences 
and fine points of these various systems, but most would agree that* .they are all 
departures from the formerly dominant, "foundation" approach. " Nine states in 
particular have adopted grants-in-aid which .provide some kind= of reward for 
local tax effort" and Illinois is new one 'of those nine states. This monograph 
Is both a description and an evaluation of the legislative reforms of the summer 
of 1973 which brought such a system into being in Illinois. 

The study is divided into three chapters. In the first chapter, Ben C. 
Hubbard provides the historical background essential for an understanding of 
^the Illinois situation. Professor Hubbard then-proceeds to describe in some 
detail the various provisions of the new allocation system. In Chapter II, 
G. Alan Hickrod reviews a body of scholarly and professional literature con- 
cerning criteria for evaluation of state educational grants-in-aid. In 
Pubtic Law 93-380 the Congress of ,the United has "seen fit to express its views 



G. Alan Hickrod, Ben C. Hubbard, Thomas Wei-Chi Yang,. Illinois State . 
University, Normal, Illinois . . 



concerning appi'cpriate fiscal goals for financing of the K-12 jurisdiction and 
Professor Hickrod therefore relates the profes^onal literature to this recent 
Congressional development. Chapter^ II also provides the ways and means to make 
the various evaluative criteria^ operational in a measurement and statistical 
sense. In Chapter III, Thomas V/ei-Chi Yang and Profes^r Hickrod u£=e the Illi- 
nois data from the 1975-7^ school year, plus the proc^dur^ outlined in Chap- 
ter II, to evaluate the 1975 reforms. This ,v/as the pi^imary^ division of res- 
ponsibility, ' however all three authors contributed tojeach charter. The study 
concludes with a brief evaluative statement concerning the status^of the 1975 

reforms at the end of their .first year of existence. 

✓ 

During the nine months in which this study has been in progress we have 
been aided and abetted by a number of individuals. V/e wish first to thanK>, 
Esther 0. Tron and James Gibbs of the Division of State Assistance, U. S. Oi 
fice of Education, for first suggesting s^ch an evalukt^on in Illinois to us, 
and' then for providing constant encouragement during the* task. Second, we are 
indebted zo a nvimber of our colleagues at Illinois ^State University for valu- 
able help and assistance. These include Ve-rnon Pohlmahn of the Sociology De- 
part::ient, Ramesh Chaudhari of Conaputer Services, and Daniel Jaw-Nan Hou, for- 
merly a research a^istant with the Department of Educational Administration 
and now of the Office of Superintendent of Public Instruction. Third, neither 
this nor any other school finance study would be possible in Jllihois v/ithout 
the valuable assistance and wise counsel of Fred Bradshaw and Robert Pyle. 
Both of these gentlemen. helped J-n the selection and provision of data for Chap- 
ter III. We have profited as well from school finance discussions with Jon 
Peterson and Sally F. Pancrazio who are also of the Office of the Superintendent 
of Public Instruction. A number of professional colleagues outside the state 
also pro.vided helpful suggestions and criticisms during the course of i:his 

' project. These include: James N. Fox, John J. Callahan, Jr., V/illiam H. Wilken, 
and Robert Bothwell, all of whom^saw parts of Chapters II and' III as they emerged. 
V/e profited as well from discussions with V/illiam P. McLure, dean of school 
finance resear.ohers in Illinois, and indirectly from several school finance 
conversations v/ith Kern Alexander during this period. As always, our debt 
to important legislators in the General Assembly, the Illinois School Problems 

--Commission, and the many students who have paid us thg courtesy of taking school 

- ■ - - ' ' € • , . , 
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finance courses with us at Illinois State University is truly staggering. We 
shall always be grateful for the vast amount of information they have given 
us. Last, but far from least, we are .appreciative of the ^efforts of Mrs. Carol ^ 
Blake for assuring that the manuscript got into readable form. 1 

Resources for this project came from three sources and the authors v/ish 
to credit each. First, the basic funds came from contract number 0ES--O-7^-158l 
^granted under authority of Public Law 81-152, Title III, Section, 302^ (^) (c). 
This manuscript therefore constitutes the final report of the project pursuant 
to the terms of that contract. Second additional resources v/ere provided by 
the. summer graiit program for 197^f of the Graduate School, Illinois State Uni- 
versity, and this manuscript likewise constitutes a final reporting on that 
assistance. V/e express our appreciation to Dean Arthur A. White for his as- 
sistance in this matter. "Third, the Department ' of Educational Administration, 
Illinois State University, made available a portion of its regular computer • 
budget for this project and v/e express our special thanks to Professor Clayton 
Thomas, Chairperson, Department of Educational Administration, for that timely 
assistance. 



It is to be- understood that the opinions expz^essed herein do not nec- 
essarily reflect the pos^ition or policy of the United States Office of Education, 
and likewise no official endorsement by the United States Office of Education 

should be inferred.- 'Similarly, the cooperation of the Illinois Office of the 

J" 

Superintendent of Public Instruction in this research project should not nec- 
essarily be interpreted as an endorsetne.ii of the opinions or policies expressed 
herein. The authors alone remain .responsible f or any and all errors of fact 
and/or opinion. 
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CHAPTER I . ■ 

AN HISTORICAL WOK AT ILLINOIS PUBLIC SCHOOL FINANCE 
•AND A DESCRIPTION OF TIE l^lQRiM OF 1975 

For many years, state payment for public educational support has come 
from the Common School Fund. The part of the Common School Fund that v/as paid 
directly to the schools for operational purposes based on a formula has been 
known as th.e .Distributive Fund. The reform of 1975 changed or altered the pat- 
tern by which the amount of payment from the Distributive Fund, was calculated. 

The State Aid System (1927-1975) 

K ' ' ' - ' ' - _ ' 

. fh.e "Distributive Fund'* is the name _or .title given to money used to 
reimburse local school districts for the general support of their schools. 
An understanding ;of all of the alterna^tives or options of how school districts 
can secure money from this fund is necessary to understand school finance in 
Illinois.' ' ' * 

A look at the history of the Distributive Fund is essential to an under- 
standing of it. It had from 1927 to the end of the school year 1972-75 sup- 
ported a system 9f funding known as "ioundation level.'* un theor;]^, a level 
of dollar support that was needed to operate an educational program was deter- 
mined and then a formula was enacted into law that would, when applied,, yield' 
that sup»port from both local taxes and state money or aid. 

y ' : 

. ' In 1927, the first foundation-level ''formula was developed. It provided 
state aid or support based on the number of elementary school students only. 
In 1959, the -formula was changed to' provide support for high school pupils 
as well. The basic principle of supplementing local tax money with some as- 
sistance to provide a foundation level was, in fact, not ^changed significantly 
from 1927 imtii July 1, 1975. 

i 

In the beginning in 1927 each school was entitled to receive a $9 flat 
grant for each pupil with other aid, the amount of which was determined by 



the use of a formula.. No school v;as permitted to receive a total. of state aid 
in excess of $5^ per pupil, v/hich may be thought of as a foundation, support, 
or equalization level, and no district, was to receive less than the S9 flat 
grant per pupil in ADA. By 1973 this, changed so that, generally speaking, each 
district was guaranteed a flat grant? of per pupil with a top limit or maxi- 
mum set at S520^ equalization aid, plus 19 per cent of the amount granted by 
the state as its sHare. In no case, however, was a district to receive less 
than S^8 (the amount- of the flat grant) plus 19 per cent thereof. / 

* r 

Specifically, this plan provided that each district that taxed itself 
at a minimiun or qualifying rate— 1.08 per cent of assessed value for K-12 grade 
districts, and for "duar» districts .8^ per cent for those with a WADA"^ (Weighted 
Average- Daily Attendance) of 100, and .90 per cent for those with a V/ADA of 
less than 100-- would be eligible to receive a maximum of $520 plus 19 per cent 
of what the state, paid ^rom the state and the return from the taxes collected 
from the qualifying rate at the local level. Again, no district would receive 
less than the $48 flat grant plus 19 per cent of that amount from the state. 

^In Illinois there are three types of school districts when grade levels 
governed by a/board of education are considered. There are districts having 
only grades. K-8, known as elementary districts^ districts having only grades 
9-12, known as high school districts; and districts having only grades K--12. 
Frequently the districts having k-8 and 9-12 are referred to as ^^dual," while 
it is normal to refer to the K-12 districts as "unit" school districts. The 
dual districts do not, however, have any legal relationship to each other and 
boundaries are frequently .not cd-terminous. It is in fact frequently true that 
a single high school district will overlie all or part of many elementary dis- 
tricts. At the same time, many elementary districts will be in more than one 
high school district. The existence of three types of districts as^ described 
above greatly complicaT.es studies of equalization or any comparative analysis 
of financial support and must be clearly understood for this study to have 
meaning in many of its aspects. ' ^ 

Two examples v/ill serve to clarify the way a qualifying rate is used in 
calculation. Assuming a 'unit, or K-12 district, had an assessed value of $20,0CK) 



per pupil in V/ADA and taxed itself at the minimum rate of I.08 per cent,' it 
would geyiziG (S20,000 x 1.08%) from local taxes. But, since it was -guaran- 
teed S52O.OO plus 19 pey cent, the state would give it aid in the amount of 
$520.00,minus S216.00 or S30'^.00 plus 19 P^^r cent of $30^.00 or S57.76— a total 
of $361.76— per WADA pupil. But now, assuming that the same district had an 
assessed value of $50,000. per pupil in WADA, by using the qualifying rate of^ 
1.08^, it couid obtain ($50,000 x 1.08$^) $5*^0 in local taxes. Since this is 
in -excess of zhe $520 guaranteed, it would ostensibly receive nothing from the 
state. But, as stated, each district, regardless, was entitled to the flat 
grant of $^^8 plus 19 per cent. So, it would regeive $^^8100 plus 19 per cent 
of $^^8.00, which is $9.12, foij a total of $57.12 j)er WADA pupil. In passing, 
it should be noted that the- qualifying tax rate of I.08, .8^^, or .96, depending 
upon the nature of the .district, was the minimum tax rate that a district was 
required to use to be eligible for aid. Districts could levy in excesc of these 
rates- if they -desired-, but then the qualifying rates, not the actual tax rates, 
were the rates to.be used in the-* calculations of aid. 

This plan or system of figuring state aid] whi^e it gave aid to poorer 
districts at least in the sense of property valuation "poor" districts, was far 
from ideal. It definitely gave more aid to poorer than to wealthier districts. 
In the first place, the 19 per cent add-on operated in favor, of the poorer 
districts, but any increase in tax rate did not, give proportionate benefits 
to the ppor and the rich districts. An increase of one per cent in excess of 
the qualifying rate gave the district with a $20,000 assessed value per WADA 
pupil an increase of '$200 per pupil, but in the case of the $50,000 assessed 
value per WADA pupil district, it would have $500 per pupil. Thus the poorer 
district would have to increase its tax rate two and one-half times as much as 
the wealthier district in order to get the same amount of money per pupil in 
taxes. When it is recalled that the average expenditure per pupil in Illinois 
for 1972-73 exceeded $1,0C0, .it, is easy to see that districts with extremely 
low- assessments per pupil found it practically impossible to have even the 
state average available to spend per pupil. 



In Illinois the operation money available to schools is found^in a large 
number of funds with independent taxing powers. Funds, other th^n the; education 
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fund and the transportation fund have always been totally' dependent upon local 
taxes for all their money. "Thus, it is obvious that when even maximam tax rates 
were^^vied in the other funds, poor districts found it difficult to secure 
sufficient money. Conversely, wealthy districts found it relatively easy to 
support these funds. ' ^ - - 

V/hile the plan for determining the amount of state aid due each district, 
which was just described, was, in general, the plan follov/ed until recently,' 
several minor changes that had been made should, be noted, Follov/ing the rn- 
actment of the state income tax law in'1969, another alternative to incr.,.se 
$tate assistance to middle-income tcx districts v;as added to ihe flat grant 
and equalization alternatives. Under this alternative, if a district v/ould, 
as the result of using the regular foundation formula, get less than $120 per 
WADA pupil, a different formula for calculating aia was used. The principle 
was that from the time that a district got S120 per V/ADA pupil, the amount of 
Recline in aid per V/ADA pupil would be smaller as assessments increased, V/hen 
either the $120 or less system, or the $kS flat grant system was used, the 19 , 
per cent adHr-on v/as added to the amount the state paid the district. Thus, 
when, as the result of calculating aid, the district v/as entitled to SlOO per 
WADA, it wouid be paid $119. 

Then, by^>^973i i^^ addition to a choice of the systems of calculation just 
commented upon, certain districts could claim additional aid if they qualified 
on the basis of siae. This additional aid resulted from a plan for increasing 
the WADA of the district for part of the state aid calculation, ' In districts 
having 10,000 to 19,999 V/ADa, the WADA as#sed in calculating the amount due 
under* the basic $520 fc\rmuia was increased by adding k per cent to the actual 
WADA; in districts havaAg 20,000 to 29i999i It was 8 per cent; in districts 
haying 30,000 to 200, 030 ,\ it' was 12 per cent; and. in districts having more than 
200,000^ V/ADA, it vjds I6 peV cent. This increased V/ADA could only be used when 
the S52O formula was used. \ The 19 per cent add-on could not be added to the 
increase because ,of the increase granted in V/ADA, This meant that the size 
• factor , caused^ these district&yto^have to calculate their aid both with and 
without the increased V/ADA, arM then combine the two calculations in a special 
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In addition to the above alternatives, districts could claim additional 
money when 5 per cent or more of the students had parents or guardians employed 
by the State of Illinois, or any of its agencies working in any state office 
building maintained and operated by or for the- State. ' Such a district was 
entitled to claim one-half of the difference between the calculated operating 
expense per pupil ai*d the general state aid furnished under the several formulae 
described. * ^ - 

Legal and Judicia l Pressures that Affected the Reform of 1973 . 

2 ^ • 

In 1969 in the Mclnnis v. Shapiro case, Illinois had one of the pioneer - 

^ \ 

cases which served as^a forerunner for the litigation in 1970-1975 on the ques- 
tion of equity. This and other factors ^ such as the University of Chicago 
serving as the ac^derfiic springboard for Dr. Arthur E. V/ise, the author of Ri£h 
Schools Poor Schpols ,^ and the related discussion leading to the litigation 
of the 1970-75 era, all servei to bring pressure on Illinois educators and 
more importantly, Illinois politicians, as it related to the question of finan- 
cial equity-. As early as 1969, a powerful minority of the Illinois School Prob- 
lem^^ Commission had recommended a new formula and its chairman^^^ directed 
that the paper on '^Alternatives in Educational Expenditure Polic^ for the State 
of Illinois" be published^ as a part of the Tenth School Problems Commission, 
Report ,^ which was distributed to most school' aoministrators and all legislators 
in the state. 

When the Serrano case was first decided by the California Supreme Court 
in 1971, many persons in state government i.i Illinois understood the shortcom-^ 
ings of the foundation-type formula that was in effect and saw the implications „ 
of such a decision for the State of Illinois,.^ It would be fair to say that 
Illinois was in a "state of ferment" over finance by 1971. Both the Governor 
and the Superintendent had appointed major committee.s to explore the problems 
of funding the schools after the 1971 case and both had reported before Rodriguez 
was decided in March of 1975.^ These reports had been written with the burning 
issue of equity still unsettled, as it is probably still unsettled. The reform 
package ultimately adopted was, however, the only Jplan for funding education 
-that appeared as an option in both of these reports. The first publico proposal . 
of the basic features of the plan adopted in 1973 was presented to the Adninis- 



ERIC 



\10 



trators Roundup>t llTihois State UniVe^sity^on December ^, 1971. This Roundup 
was attended by administrators and state officials fror^ all parts of Illinois, 

* • » 

Illinois Assemblymen took the Rodriguez case to say that the problem, 
v/as bad, but to quote one ^ them,' "The responr" ■ ^ests upon each of the 
j^eparate states to bring ;a^out a greater degre .ty iri school finance." 

In Jllinois^ with great /involvement of many persons, a movement v/as started 
to improve funding, to ^ring about better equity, and to abandcn the "minimum 
program" concept in f&Aijor of a quality funding program. These fiscal 7. "icy ^ 
goals are examined in more detail later in this reports Without the p/ ^^^% 
of court bases and other national movements, it v/ould not^have, in the uthors' 
judgment, created the great interest which was created «in studying and solving 
the problem. , ^ ^ 

As the 1975 session of the General Assembly got. underway ,^ th^ere was a . 
new governor taking over who had ipledged to improve educational funding, but 
who v;as not familiar with the details of school finance The School Problems 
Commission Chairman was a teacjier who both understood school frnailce and J:he 
fine-working of th^ political process. V/hen the final 'vote was taken and the"^ 
compromises had be\n struck, the^vote for approval of .t^e reform measure, IIB 1^8^, 
was ^3-0 in the Senate^and 136-0 in the House.. ,.The Governor signed the bill 
,without change. After one ^year of operation., a "clean-up" tiill ;was passed 

to improve th^^ administration potential of the- bill. 

\< . . • ' ' - ^ 

• » ^ - t 

It' is not possil^le to shov/ cause and effect in any empirical way bei"Ween 
cour i cases and the enactment of IIB ikZK^ but no person involved ^puld be con- 
vinced thaV'^there was not great influence exerted the -awakening ^hich the • 
court cases caused in the entire field of school finance. 



The State Aid System (1973-197^^) and the Reform of 1973 



\ - • 

•d v~ 

dealing 
^It slmended 



In the L97^ session of the General Assembly, House TBill iW 
with the basis for allocating funds to local districts, was enacted, 
the system described previously and added a completely different ijption. Qhe^ 
of the principles that is^important to keep in mind reg?,rding this bill is jthat 
it 'allows a district to file, for i^s funds under eith-^r (l) an amended v.e_rsion 
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cf the. 1972-/3 law or (2) under a new system known in Illinois as the "Resource 
• ilic.er-," which is sometimes referred to in the national literature as a 
' -Strict power equalization" formula. ^"^ 

The fact that the old formula (1972-75) was^changed, as is described 
later, -does not erase it as a save harmless provision. However, the addition 
of a Title I weighting and the S% increase both increase the amount that a dis- 
trict is entitled to 'receive if th^s option is exercised. As a result, the 
foundation formula which remains is more than just a save harmless dev e. ^ 
This .fact complicates the pure working of the resource equalizer in th study' 
of -equalization effects and expjains some of the problems found in the latter 
part of this study. 

c 

• The amendments of 1972-73 changed the old foundation level formula in 
two specific ways. The 19 per ceht^add-on was changed to 25 per cent. This 
guaranteed that ^every district would earn 6 per cent more aid than it was able ^ 
to earn earlier. The second major change was that in counting WADA, any district 
could add a weight of \h3 for each Title I student residing in the district. 
(Title I students ara defined as those counted for Title I of the^l^mentary 
and Secondary Education Act of I965, as counted in^ the 1970 census. ) Ihis^ 
option of using the .^5 Title I count cannot be used 'in calculating thp ai?iount 
of aid if the size- factor described earlier is us'ed in determining WADA. After 
197i}-, t size factor will be eliminated, and a district wishing to file under ^ 
the amended Version, of the 1972-75 formula may not use it. One other change 
that will aff6ct a very few districts is that a district is prohibited from ^ 
receiving an increase in appropriations of more than 25 per cent of the funds 
received in 1972-73. As written, this not only limits the increase from Title I 
weighting but from all other increases as wello. The law actually ^says that the 
increase in any year may not be more than a 2% increase over the p'revious year. 

The second option in the bill is the. most significant. It pr'qvides that 
a district m-ay elect to receive aid undeij a new system docigned. to equalize ' ^ 
" th^ resources back of each pi\?)il in WADA. The full meaning of this concept |s 
designed to take effect over^a four-year period. Vftien fully operative, the 
use of this optioUr-the Resource Equalizer— if elected, will ..guarantee" each ^ 
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district the amount of money j^^^ pupil that its operational tax rate will 

produce if it had a $^2,000 assessment per V;ADA, if it is a kindergarten through 

12 district; $6^,6l5 is guaranteed if it is an elementary district; and $120,009 

8 

is guaranteed if it is a secondary district. This means that if a K-12 district 
has an operational^ tax rate of 2 per cent, it -will be assured of receiving 
S8^0 per V/ADA pupil (3^2,000 x .02). Nov/, if it has an assessed valuation of 
only 320,000. per pupil, all it can get fzom local taxes is 3^00 per pupil* 
But, under this law, the state will provide 2 per cent of the difference' between 
the 3^2,000 assessed value and the $20,000 ($22,000) or SWO. Several examples 
illustrating ^low districts of different assessments per V/ADA can set their in- 
come level by the level of taxes they are willing to pay will be found in Table 1. 



TABLE 1 



1 . I 

AID PER WADA STUDENT FOR K-12 DISTRICTS 
WITH DIFFERENT ASSESSED VALUES PER V/ADA STUDENT 
AND^ DIFFERENT ^TAX RATES, USING WIE RESOURCE EQUALIZER 



District Guaranteed 


Local 


Share on 
V/hich * 
State Pays 
(b - c) . 


Tax, 
Rate 


From 
Local 
Taxes 
(c X e) 


From 
'.Sta>^ 
(d X e) 


Total 
(f + ,g) 


a 


0 


c 


d 


e 


f , 


S 0 


h 


' >A 


'W,000 


$20,000 


. $22,000 


2"^ 


$itOO 


$hho ' 




B 


it2,000 


20,000 


22 ,'-000 


3% 


600 


• 660 


1260 - 


C 


it2,000 


10 ,000 ' 


32,000 


2^ 


200 


6ko. 


Sho 




if2,000 


10,000 


$2,000 


3% 


300 


960 


1260 



At this point, one limitation in this plan muf^t be noted. Regardless 
of a local district's operational tax rate, the state, in arriving at the amount 
of aid to b,e granted the district, v/ill not contribute in excess of 3 per cent 
for^unit districts, 1.95 ^or elementary districts, and I.05 for secondary dis- 
tricts. In other-words, it will give no district money in excess of that which 
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it is entitled to by using the rates indicated. Effort,. as measured by tax 
rate, is rewarded by this system, and the resources available to educate pupils 
are equal ized>. ^ ^ ■ 

Because of the great cost involved in paying each district the full amount 
that the use of, the Resource Equalizer v/ould require, and a need to change* the 
system from time to time so that program adjustments may be made, the General 
Assembly decide^ to fimd the Resource Equalizer option through four or more 
years. Thus, a district will get only one-fourth o| any increase that the 
Resource Equalizer would give it the first year, tv/o- fourths or one-half the 
second year, and three-foiu-ths the third year, unless a second limitation in 
the bill applies. This second limitation is that no district may receive an 
increase greater than 25 per cent adjusted for increased WADA. In most cases 
the districts will be receiving the full amounts due them in four "years. ^ Be- 
cause the state participated-at a very low level in supporting secondary districts 
prior to 1973, in most cases their beginning base is 'so lowTh^t they will 
generally take more than four years to achieve. full fundilig* Most unit and 
elementary districts .will achieve full allotment of all f^nds earned in four 
years . 

As is obvious, since the full amount is not paid in the first year, ^ some 
districts that would profit from the Resource Equalizer if it were fully funded 
may wait until the second, third, or even the fourth year to elect to make use 
of the Resource Equalizer. 

In addition to guaranteeing equal support for equal effort when fully 
funded, the election of the Resource Equalizer accomplishes several other things. 

1. K-12 grade ^ elementary, and secondary school districts will be treated 
equally by 1;he state when th.ey make a comparable effort (tax at equivalent rates). 
The financial penalty for being organized ^in any particular type of district^ 
which had always been a part of the foundation formula, was eliminated. There/ 
are, however, built-in provisions that will make it financially desirable to 
form unit districts .for several years. 



I 2» V/hen districts reach the maximum tax rates (3#0» l*95f or 1. 05. per 

J cent depending on the type of district) that ^he state will recognize as the 
! basis of its participation, and achieve the $1,260 per weighted pupil" expendi- , 
I ture, they .are limited in additional taxes and in what can be done v;ith the 
I additional tunds received* Th^^^l provides that each district may exceed 
the $1,260 by I5 ,p.er cent for innovative programs or research or experimental 
programs or other enriching experiences by income from increased total taxes. 
If the tax rate for operational purposes already exceeds the maximum t^ax rate 
that the st^te will participate in, it may keep the power to secure this 15 
per centj subject dnly to a "back door referendum." If it does not already 
have the power to tax, it must be secured by referendum. . 

■ / 

3. The tax rates set \n the bill are flexible maximums but ir^ the year 
following the receipt of the money, districts must not levy for opef^tional 
purposes more than the amount allotted in the bill, except as provif^ed in. 
Item 2 above and Item h below. There is a mandated tax rollback j^or high-tax 
districts after provisions allotted in Item 2 above and H below^are considered. 
The rollback ia to be, accomplished after the additional revenuQ^ is received. 
Receipt of all re^/enue that the formula v;ould pay a district ^ all money m- ^ 
dicated -by the formula were received v/ould. mean rolling bacl^ taxes to the level 
in the bill adjusted by Item 2 above and/pr ^ below. Howe^r, since all revenue 
Vill hot. :be received for some time, the bill requires; onl^' a proportionate roll- 
back in the next levy made by the district. This means i^t all new money paid 
by the st^ate to a district may not be available to dcvej'op more programs or. tp 

^ * ^ - fi . ^ ^ 

raise salai^ies but in many cases will be used to grant^^^tax relief. 

Districts that were receiving in -^xcess o^f Sl ,260 per V/ADA pupil 

^ in 1972-73 may, throtigh the use of local taxes , continue to receive amounts 

- " \ 

above Sl,260. The amount of funds received in 197|'-73 for operational pur- 
poses may be increased by 15 per cent by the same^^ethods that districts at ' 
or below $1,260 per WADA pupil increase the $1,2^ figure (subject to a "back 
door referendum" if taxe^S are already authorize^f or by direct referendum) 

. \ • / 

There are some definitions and explanations that must be clearly under- 

\ 4^ 
stood if the Resource Eqilali7^^r is to be compr|hended or calculated. 
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i. TV/ADA is calculated by adding a weighting for Titiv, I students on 
a sliding scale. Any district which has the same percentage of Title^ I WADA 
students as the state average. (19 per iOO) may add to the normal WADA .575 
for each Title I student in the district. As the percentage of Title I st-udents 
in a population increases or decreases' this figure (.575) is adjusted upward 
or downward, except ttet -regardless of the percentage of Title I students, no 
district shall be allowed to weight its Title I students more than .75. Three 
examples will serve to illustrate how this wolrks. If a district with a WADA 
.o.f 100 had 19 Title I students, it would be considered as having a V/ADA of" 
107.13, since each -of the 19 Title I students is weighted by 19/19 of <;75 / ^ 
and /(here are 19 students (19/19 x .575 „x 19). If it had 10 Title I s-cudents, .' 
it/would get a WADA of 10/19 x .575 x 10, added, to 100,, or 101.97. But, if It 
i^d 58 such students, it would get 58/19 x .575 x 58, added to 100, or 128.50. . 
The normal WADA which is increased by fhis method is al-rived at by using the 
following weights:^ .5 for kindergarten,' 1.0 for grades 1-8^,. and 1.25 for grades- 
9-12, just as it was calcMlated- in- the 1972-75 foz-mula. 

2/ One-fourth increase allowable each year is oAe-fourth of the differ- 
ence between the 1972-?3 amount of money earned and the calculation of full 
funding of the Resource Equalizer for the year* It is simply 1972-73 amount 
earned plus one-fourth of the difference between the 1972-75 amount earned and 
the calculated amount that would be/ earned if the Resource Equa^zer were used 
'for the year in question. Each successive year, the entitlement will be one- ' 
fourth until fulX funding is accomplished except as explained in 5 below. 

5.-' The 25 per cent increase per year limits any increase for any pur- 
pose, except increased WADA.. .A^district may move from the amount earned m- 

j 1972-75 to .the calculated amount for^the year in question as rapidly as a 25 
per cerit increase of- the base will allow. Districts increasing their WADA as ■ 
calculat*^_^in 1972-75 will receive proportionate increases.' This increase 
should pay the district in the year of the increase' the sanre amount that it 

'would - have received had it had the students enrolled in 1972-75 and 'continued 
to have them in school. ■ - 



is 
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4. The bill defines all operational tax rates in a negative way by 
saying what is not included. All taxes used to support funds, except bond and 
interest*; rent; transportation; special education building: capital improvement 
fund; summer school and vocational building are included in the operational 
taxes, ^nd .are- used to establish the effort of the district/-'-^ 



5. Funds received by the district under the Resource Equalizer may be 
expended in any fund for which the bpard is authorized to make expenditures 
while the funds from the 'Common School Fund paid because of the revised 1972- 
73 formula are r.estricted "to the educational, fund • 

^. " ' . ^ 

State aid is paid to a district based on the TWADA for the year. Be- 
cause state officials cannot^know in advance what the TWADA will be, all monies 

♦ - ? 

sent to a district are considered as an estimate, in reality based on actual 
calculations for the pi^eceding year. When a year is completed and the report 
submitted, the actual entitlement for the year is established. If the esti- 
mate has..been low-, th^ state owes the district; but. if the estimate is high , 
•the district owes the state. The adjustment fpr .an oyer or under payment is 
made in the year following the .over or under payment. As an example, a district 
in one year received^ $1Q0 ,000 which becomes/ the estimate for the following 

.'year. However ,^ in the second year the district actually earns only $90,000, 
and therefore was overpaid $10,.000. Thus, in the third year the estimate will 
be $90,000, but since the, district owes $10,000 it will receive only $80,000, 
Frequently this is ref erred ,£b as a double penalty, but in fact it is simply 
paying back money received in the first year that did not belong to the dis- 
trict, ir in .one year a district earned $100,000, the estimate for the next 
year ^ouid ba $100^000, If, however, the report at the end of the second year 

Wfehowed that the .district should have been paid $110,000, then the estimate for 
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the third year would be $110,000; but, since the state would owe the district 
$10,000, the payment in that year would be $120, OPO, Confusion would result 
in the foiHrth year if no. factors changed, since the\district would go back to 
getting only the $110,000 earned. - ^ • - 

"In the final analysis it must be kept in mind that aid to a district 
may be calculated .either by the revised foundation formula or the "resource 
equali-zer;" Districts may shift as their TWADA and assessments change if the 
other system is to their advant-age. This report is being written after only 
one year of experience with this reform, but the Office of .the Superint^endent^^^^' 
of Public Instruction reports that 85% of the stiidents of the state are in 
districts that have elected the resource equalizer.-^ * Preliminary calculations 
for the second year put that figure at 93% of the studehts.of the^state. 

* S ummary ^ 

in 1973 when the School Problems Commission recommended the reform pack- 

12 ' * 

age to the General Assembly, they said in their official report:- 

The basic principles and features which the recommendation included are 
as follows : ^ . . 

1. The state would support either the current formula or the new formula, 
whichever was to-'^^the district's advantage. 

2. The WADA ^puld b^ -counted as it: is at present with an additional 
weighting of .375 per .Title I student adjusted so that the district with the 
same proportion of Title I students as the state wpuld get a weighting of 

.373 per Title I student. Districts with a lower ratio Would get proportionately; 
less and districts with greater concentration would get proportionately more 
but no- student' would be weighted mpre than .75. 

A 

\ , 

3. The state would guarantee each unit district an assessment base 
of $42,000 per weigh ted 'pupil, each elementary district a base of $64,615 
per WADA pupil, and each ^ligh school district a base of $120,000 per WADA 
pupil for operational purposes, 

4. Operational taxes would be defined as all school taxes collected 
by a district except those for the Transportation -Fund-, Jbhe Rent Fund, 

and the Bond and Interest Fund. * \ * 

• ' ^ 
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5. A district <would calculate Its entitlement undeif the formula by 
subtracting its assessment per WADA pupils from the amounts shown in 

3 above and multiplying the remainder by the tax rate collected in the . 
ilistrlct for operational purposes described in 4 above, up to the maximum 
rates ^defined in 6 below, / 

6. The state would allow districts to participate lip to a maximum 
tax rate of 3% in i2-grade districts. 1.95% in elementary districts, and 
1.05% in secondary districts, 

?• Local districts would effeQtively ^et their level of expenditure 
when they set their tax rates since all would be guaranteed the same reward 
for the same relative effort except for those districts having assessments 
greater than those levels set in /3 above. - ^ . 

8,. .The students in each^.dilstrict of the statue would be treated equally 
regardless of the type district in which they lived. There would be no 
penalty because of the type of organization of the district. 

\ 

9. Districts' having taxing power greater than that outlined in 6 above 
would be required to r^educe their levy in the year following the payment 
of additional funds by the state. The exception to this rollback would 
be? where the peopl^ voted by referendum to allow a 15% increase for enrichment 
and experimentation or .where the people had already voted additional taxes 
the board could by resolution keep such taxes subject to a back door 
referendum. , / 



\ 

\ 
\ 
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* M^'t^gs and References 

1. WADA is, in reality, the Average Daily Attendance (ADA) weighted so as 

to give different values for elementary, kindergarten, and secondary school 
pupils. In figulring V/ADA of a district, each kindergarten pupil in ADA 
is given a value or v/eight of % or .5i each elementary pupil in ADA is 
given a value or weight of 1, and each secondary pupil in ADA is weighted 
as VA or 1.25. . - ' 

2. Kclnnis v. Shapiro, 293 F.S. 527,^ 111. • 
Mclnnis y. Ogilvie, 39^ U.S. 322, 111. 

5. Wise, Arthur E. , Rich Schools Poor Schools , 1968, University of Chicago 
Press. .\ 

/f.> Hubbard, Ben C. and Hickrod, G. Alan, "Alt erna. fives in Educational Expendi- 
ture Policy for the State of Illinois,"^ in Illinois School Problems: 
Report of the School Problems Commission No. _10, Illinois School Problems 
Commission, State House, Springfield^ Illinois, 196^^.' / 

5* In addition to the work of Hubbard and Hickrod, see also the efforts of 
V/illiam P. McLure:' The Public Schools of Illinois , 1964; also Education 
for the Future of Ilirnois , 1966, Office of the Superintendent' of -Public 
Instruc tion , Springfield , Illinois. 

6. A_ New Desirn: Financing for- Effective Education in Illinois , 1972, Bureau 
of the Budget, Springfield, Illinois;- also Final Tveport of the Superin- 
tendent's Advisory Committee _ orEschool Jinance , 1975i .Qffice of the Super- 
intendent ^SFTublic InGtruction, Springfieia^^ Illinois.. 

7. The change in definition of Title I eligibles contained ^in-P.L. 93-38O 
will affect the distribution of state funcls within Illinois , but the exact 
nature of this effect was. not knovm at the time of v/riting. 

8. V/ADA as used in the Resource Equalizer is sometimes referred to as TWADA 
because it includes a weighting for Title I students as is explained later 
in this chapter. ' " 

9. A. back door referendiim is the legal term for granting the electorate the 
opportunity to challenge the act of a board by petitioning for a referendum. 
In this case the board v;puld have to pass a resolution to collect the 
taxes. The opposition would have to petition for a referendum and then 
defeat the referendum at an election to prevent the tax being continued. 

^- 

1*^.- Illinois has for years added a new fund for each additional expense rather 
than increase the permissible tax in an .already existing fund. At present 
there are 15 separate fronds that may be used to collect school taxes. 

11. Much of the detailed material in this chapter is adopted from^the book: 
barber, Lee 0. and Hubbard, Ben C. Law , Finance anc^ the Teacher in Illi- 
.nois,<197'+i- Interstate Printers and Publishers, Danville, Illinois. 
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12. Hubbardv Ben C. Illinois School Problems: Ro:)ort cf the School Problem^ 



Commission No. 12, pp. 10-11. 
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CHAPTER II 

CRITERIA FOR TilE EVALOATION OF THE ILLINOIS REFORM OF 1975 • 
(A ■PROLOGL'E TO PUBLIC hA\} 95-580) 

• It IS a judgement of history tha.t all revolutions carry with them the ^ » 
seeds of their own destruction and that all bright reforms must eventually 
tarnish and turn ugly. This is so because' revolutions and reforms are made 
by men and men are fallible. V/hile mankind .can probably never escape com-- 
pletely this terrible retribution of the Gods, one way to avoid at- least the 
worst consequences of well intentioned, but imperfect, reformers is to try to 
evaluate those rofor.-ns soon after they, have occurred. No less a school finance 
reformer. .than Charles Benson has warned us: "The major problem in sociai_^pol- 
icy reform is not saving poor people from themselves but' from reformers." 
It can not be claimed that the record on school finance reform evaluation is 
particularly good. Perhaps this i§- understandable though not defensible. For 
the last three and one-half years much of the available manpower in school 
finance" circles has ^ad to go into either (a) the actual promotion of these 
reforms, .-.or (b.).:ihe straightforward description of what has-been done. There 
iiasVbeen. /little- time or' effort left for an evaluation of what has, or has not, 
been accomplished". - ' 

The .raison d'etr^e for chapters two and three of this report is_ there- 
fore twofold. First, since this report will be circulated to decision makers 
within zho state we wish to assure them that school finance reforms will not 
go unevaluated and that those who had some part in the actual .passage of the 
reforms are, committed to taking a hard look'at the consequences- of that' reform. 
Second, since we feel that the evaluation of recent school finance reforms 
should be encouraged in ail states , we have tried to design the Illinois evalu- 
ation so that it could -be replicated in any state. The evaluation task will 
' be accomplished in four parts. In this .chapter 'we shall address ourselves to " 
the selection of criteria for the evaluation and then" shall "describe the oper- 
ationalization of each of the criteria in terms of the measurements used. In 
the third chapter we shall indicate our findings on each of the criteria, set 
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forth what we believe to be the principle limitations on these findings, and 
then conclude t^e prbject with suggestions for further research. 

Selection of Criteria for Reform Evaluation 

Evaluation normally entails the comparison of yhat "is*^ With what some 
individual or some group thinks "ought" to be. The I'ought" is then frequently 
articulated as a set of criteria by which the "is" can be judged. In school 
finance policy the determination of what "ought" to be is a Iferculean task in 
and of itself. There are no less than four sources to which one can tiirn for 
guidance on the' question of what an "ideal" state k-12 allocation system should 
be like. The most traditional source would be the academically based students 
of the subject, the professors in educational administration or social science 
departments in universities around the country. Perhaps these "ex cathedra" 
pronouncements carry less weight than they once did, but they continue to ema- 
nate from our major centers of- learning. Likely this will remain a major source 
of information.. on such normative matters since the professors are paid, at 
least parti-ally, by civizens, parents , and, students, to think, read^ and write 
on the subject. Since 19_?1 the courts of the land have become a second impor- 
tant source of information concerning what the ,K-12 finance system "ough^^^ to 
be liKe. Often the wishes of the judiciary are stated in ^he negative, that, 
is , the judicial pronouncement is in terms of what ought not be the case in 
any given state school finance system. The third source is practicing legis- 
lators themselves. This is very appropriate. After all, it is the state legis- 
lators who must make the actual decisions on the allocation formulas. It is 
to be regretted th^tv\we,.haye far, far more jpublications from those who ohly^ 
"advise" on policy formation than from those who actua.lly make the i^olicy it- 
self. Perhaps we should _pay^ the legislators, to fhink, read, and write on the 
subject? Finally, we can turn to the product of. ii.e legislators, the laws them- 
selves. Almost all new legislation cpntains statements of what these new ^n- 
actments are intended to. accomplish. We sh_ali"Tookrb>i eily-* a each of thes,e , 
four sources irt turn. • ' . * * "-^ 

This is not the time nor the place to try* to document wMt' every major 
school finance writer has said about his or her particular, mpssianic vision of 
an. "ideal" school finance system. . Indeed, readers already fainiliar with much 
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- of this school finance literature may wish to proceed directly to the neit^ sec- 
tion on pperationalization of the criteria and then on into the chapter on 
empirical findings... There are. at least three good^^easons, hov/ever, for spend- 
ing a few moments" referencing literature dealing with school finance evaluative 
criteria. In the first place it is perfectly possible, indeed it is likely, 
that some readers will reject in part or in whole the four criteria we eveu- 
tually selected to evaluate thetlllinois reforms of 1975. We therefore have 
an obligation to indicate where a more complete discussion of these criteria ^ 
can be found. Second,' it is not .difficult to observe tliat as school fine' ve 
became a more socially prominent topic in the last three or four years a iber 
of individuals with little or no Icnowledge of the prior literature have "ome 
interest^ in the topic. It is helpful to these newly arrived investigators 
to indicate something of tl.e literature available. Thirdly,, there may well be 
too much emphasis placed on the "how''- of school finance and not enough time and 
^ resources invested in exploring the ''why" of the suVject. Indeed the crenerai 
. charge that administrative studies of all types are often thebi^etically and 
conceptually thin is .not ■ v/ithout a certain amount of truth. 

It seems to us that .the literature on school finance "criteria can be- 
. classified into about, five categories. It should be und^jrstood that the^ authors 
we are about to cite in the footnotes have written in more than one of these 
five categories. In particular if an .individual has been active for any length 
of time in the school finance field, there is a very high probability that his 
or her inquiries have taken them into more than one of the five classi^fications 
listed belowJ Nevertheless, we believe the^ materials cited are not unrepresen- 
tative of what is available. 

There is first a type of writing that is clinical and practical in ori- 
entation. The primary purpose of these efforts is to df.r.cribe the "best avail- 
ab?i.e practice" in the school finance field. The older literature here is hor- 
tative in nature and is based upon "expert judgement" ccr.cerning what constir ^ 
tutes a good school finance system. The .^re recent cor.tribu.tions in this tra- 
dition are based upon summaries of legislative action. The goal here is to 
derive inductively a set of criteria^for judging school finance systems based ^ 
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upon a common denominator of informed opinion. The writing xs-most certainlj- 
not devoid of concepts^ but the conceptual apparatus used is 'seldom cystemati- 
« cally examined. 

#- * 

* ■* 

Contrasted with this first type of literature on evaluative criteria 
there is a second classification^ that is 1-^ss hortative and mox^e analytical ^ ^ 
in nature. The goal here is to re-examine fundamental concepts such as ''equali- 
zation" or "heed" and then to use these re-exami/ied constructors criteria for 

school finan6e reform. ^ . , , . , ^ 

•> 

A third body of literature relating to criteria for school finance i'e- 
form is. also conceptual in nature but draws heavily from the corpus of court 
decisions. That is, the conceptualisation is in legal .or legalistic tern\s« 

* - - - . % 

A fourth- body of literature is primarily deductive in nature. School 
finance reform criteria are deduced from a priori assumptions about the nature 
of an "ideal" social and/or economic order. Since there is a wide spectrum 
of opinion concerning what might conotitute an "ideal" social and economic . 
structui^e for, the United States on^ v/.ould expect to find, and one does 'find, 
a very great variance in this particular body of literature with rather striking 
contrasts present between "liberal" and "conservative" positions on criteria 
for school finance reform. . " ; 

Lastly, there are some attempts to tie current school finance reform 

directly into basic assamptions concerning democratic goveniinent or at least 

' - ^ - - . . 6 

to the assumptions .underlying the political philosophy of a democratic society* 

' \ 

The above five categories are not exclusive. Even the most practical 
oriented studies do assume certain values or assumptions concerning the sch3>ol 
finance world of the future. Ifliat is v/orth noting is that there i& now, and'' 
there has been for some time in the pact, a sizeable body of literature in school 
f ineince that deals quite explicitly v/ith values and value positions. As the 
^ number of economists increases in the school finance field it is likely /that ^ 
those who attach great importanpe to .'Jpositive economics" rather than insti- 
tutional 01' normative economics may feel rather uncoir.f ortable with this value 
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oriented literature/ Economists, however, who are at home iri the areas some-^ ^ 

times labled "political economy" or "social economics" should have n6 difficulty 

at all dealing with this literature. v ^ ^ ^ 
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There is a new source of good school finance literature in the opinions 
of Judges who have been required to offer pronouncements on litigation surround- 
ing constitutional challenges to state scHool finance allocation systems. 
There is also a body of information on school finance criteria in tlie briefs 
that have been drawn up foi; some of 'the major cases^ and ih articles a^--; oaring 
in law. school journals. Since much of this leg^^l material is m cor itu- 
tional terms, it reinforces the political' or goverfuntjatal litera^ur^^;, .cione'd 
above dealing with evaluative criteria for^^chool finance reform. There is' 
a minor difficulty here in that much of thi^ legal literature is available to 
the- non-lawyer only at considerable additional effort to understand t^e mys- ^ 
teries of law libraries and the complexitiet. of legal bibliographical systems. 
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The writings of the legislator's themselves are also nqt as accessible 

as the standard academic materials 'since they tend to "be drafted for state ^ 

^' ^ ' - - ^ 11 

audiences or for even smaller groups of people. Nevertheless, they are quite 

revealing and useful v/hen one can acquire them. Despite the .efforts of organi- 
zations like the Education Commission of the. States there' Is also still a prob- 
lem in acquiring copies of the actual new state S^ws on school finance. It ds _ 

to be hoped that the recent, monograph by the National Legislative Conference _ 

^ ^ ' 12 

will encourage others to make avai.lable reprints of the new state laws. ^. 

With regard to the light these statutes might cast on the matter of r'eform- 
criteria there is .a tradition that new legislation carry »a statement of intent ^ 
of the legislature. Normally this appears directly following the^ "short title." 
Legislation passed in Florida and Maine in 1975 concerning school finance does 
carry such sections and they are helpful as to how school finance tmight be 
evaluated in those states. Uu^ortunately the school finance section of most 
school "codes" is a much amended portion of school law. Therefore "intent" ^ 
sections are often either out of date or more likely completely missj-ng since 
they have been struck somewhere in the continual amendment process. It might 
be useful for state legislatures to look into this matter, of outda.ted or missing 
intent sections. . v 
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Some will** think that, the abpve re^commendation is not at all useful since 
"intent" sections are, by the necessity of .political comgi:omise», worded in 
very gen3ral terms • This is true, and some of, 'the wording of Publi'c Law '580 
of the 95rd Congress illustrates this very well. Section 801 for example pro- » 
claims :^ "it to be the policy oi the United States ^of America that every^ citir 
zen is entitled to .an education to meet his or her full potenti§il without finan- 
cial barriers."^ This general public policy goal^ is then further elaborated ^in 
Section 8^2 where 'it is required that States desiring federal aid an developing 
.plans or programs for financial assistance to local district:? develop ' plan: 
"(A) which' is consistent witl\ such standards as may be requi: d by the four- 
teenth article of' amenckent to the Constitut^ion and (B) 1^he p. Imary pu. ^loce oi 

0 

which is to achieve equality of educational opportunity for children in attend- 
ance at the schools of the local educational atge^ncies of the State." The fed- 
eral statute then ^leaves the question of evaluative criteria at this high level 
bf\generalization'aiid charges the United States Of f ice o'f Education v/ith the 
responsibility for drafting guidelines and .regulations which are consistent with 
the general crite* ia. ^ In ti.e hope that this report mAght be of some help to 
the USOE in this guideline drafting process' v/e shall now turn to 'the four cri- 
teria sj^lected for the Illinois evaluation and ajgue that all four criteria 
are' consistent With Section 84k.. * . ^ 4 

The first '^criterion' selected we shall term "permissible variance." V/e 

draw this notp-on largely,. if tom the writings of Wise , from some of the court ^ 

]4 ' ' ' 15 . * . . . 

decisions' and ih^om McLoo^te.. This we see both as a student equity criterion - 

and a taxt)ayer eauity ^:riterion. Essentially the criterion rests on the as- 

sumption that equaliza.ta;dn of educational opportunity requires a narrow iag of 

V f " ' ■ . . 

the variation in the leyejls of expenditure per pupil be:/ween districts within 

/ a state with the passage of time. No claim is made however that all students ^ 
Ashould have the' same amount spent on them. Indeed educational need differences 
between students would probably necessitate that there always be some amount^ 
of Variation in expenditure levels between school districts. As Berke so suc- 
cinctly puts this point: "Treating unequals equally is a highly questionable 

iS ^ ^ 
^definition of equity." Equality of educational' opportunity may require, 

however, that students have access to similar levels of educational services, 

unless their special educational needs dictate differential kinds of services. 
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Furthermoi-e., this may be true irrespective 5f the effect of these educational 

servi-^es'on their future earnings, life styles, political activity, or any other 

- ' 37 
kind of long range educational "output. We tend to agree with Cohen* that 

the distribution of educational services is more a matter of »*fairness»» than 
it is a matter of "efficiency," and it does not seem' fair to us by almost any 
standard that children should have very unequal access to educational services 
based on where their parents happen to reside. This criterion admittedly has 
a certain "softness" to it in that what is a "permissible" variation in expendi- 
tures to ond* citizen will not be "permissible" to another. For example, in- 
dividuals who wish to accord a great deal of weight to local control inv3^ 
provision of educational services are likeiy to allow a considerable variation 
basecfon their view that parents do. have a right to decide the levels of educa;- 
tional provision for their children and more importantly for their neighbors' ■ 
children. Individuals who are more concerned about the rights that children 
might have as future citi^.ens themselves, rights to be defended even against 
their ovm parents and their parents' neighbors Will likely be desirous of a 
smaller variation between districts. It is* "soft" alko in tliat variations in 
.expenditure levels are' caused by many determinants such as regional cost^of 
living differentials, different concentrations of students needing special ^ 
educational services between school districts, characteristics of the teaching 
staff, etc., as v/ell as the more obvious source of variation; e.g., local ability 
to pay. On the other hand this criterion is not difficult to explain to judges 
and juries and the very notion of "equality" seems to demand reductions in 
variation. > " ■ , 

As has been explored elsev/here one needs to answer the questions: "vari- 
„ance in what?" and also "variance along what units of distribution: families, 
individual schools, school districts, etc.?"-"-^ Much pore controversial and more 
powerful notipns of permissible variance emerge if it becomes appar:.nt that the 
goal is really a narrowing of the variance in some" kind of "output" measure- 
ment rather than a narrowing of the variation in various kinds of school "inputs. 
In this report we have not attempted to expand the criterion in these directions 
but. have restricted the notion to expenditures per pupil and to tax rates. 
The- permissible variance notion can be applied to taxpayers if we think of a 
distribution of tax byrden. Again, it does not seem "fair" to us that taxpayers 



are subjected to widely differing levels of tax burden based solely upon their 
place of residence. If we could be assured that these tax burdens reflected 
only the willingness or lack of willing(iess to support education then we might 
not be so concerned with the variation in tax rates among" districts. However, 
tax rates vary for reason^s not related to the desire of local citizens to sup- 
port education. The most pr9minent of these factors is again local ability to 
pay* 

Professor HcCloone would also have us concentrate upon the reduction of 

variation in expenditure levels per pupil, however, his attention is directed 

primarily to the lower end of the expenditure per pupil distributioni In his 

own words: "Some may interpret the expression "equalization" as striving, ft)r 

* 

the same level of expenditure in all school systems— as reducing the high and • 
lifting the low. As used in educational finance, equalization does mean reducing 
the differences between the high and the low, especially where the low expendi- 
ture is due to insufficient resources. However, the foundation program concept 
seeks "to reduce 'the^ differences by raising the level of support in areas of 

^ /' ..." ]_Q' 

dow wealth without reducing expenditures in high-wealth arfeas." The McCloone 
approach can be the'refoie thought of as a "conditional" approach to "permissible 
variance." It is viewed as permissible for the' expenditure distribution to be 
skewed to the right:; that is,, for some districts ^to ha.ve expenditures consid- 
exabiy above the median, but, it is not thought permissible for the expenditure 
distribution to-be skewed to the left, e.g., forJLarge numbers of districts to 
have expenditures considerably below the median. This fiscal policy position 
is squarely in line witli the late professor Paul Mortis defense of "iighthous.e"j 
school districts, e.g., those districts that could, and. would, spend far more 
than the average district. We have incorporated both approaches to permissible 
.variance into the current study; that is, a total reduction in variation among 
expenditures and'a reduction of variation only below the median. It was cpja- 
cluded therefore that the reforms of 1975 would be judged successful on this 
first criterioif if a narrowing of the variation in expenditures per pupil and 
educational tax rates had occurred after the reforms* 

The second criterion selected has been termed "fiscal neutrality*" 
This is a most interesting concept and more complicated than the first criterion. 
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The literature on the subject reveals some siipjport for this criterion, some 

opposition^^ and some articles questioning ihe'^cope and dimensions of the 
concept. V/e believe there are at least two aspects to this" notion. The 
first is a value position that states that the lei^el of educational services 
provided in a district should not be a function of -local district wealth. 
This is obviously a student equity notion and if we are to believe the previously 
quoted* Section 801 'of Public Law 95-580, this value positio^i has been endorsed 
by the Congress of the United Stajes. Similar statements are also fc .d in 
the ^'intent'" section^ of several recentj^y passed state school financr aws. 
One important implication of this notion is that it moves the purchase of edu- 
cation into a quite different frame of reference than the purchase of othftr 
goods and services in the economy. We do not say to consumers that the. purchase 
of automobiles, for example, should not be a function of local family wealth, 
indeed most "demartd" schedules. are closely related to in^^^me schedules. But 
in this one area of public services .we have departed drastically and rather 
dramatically from the "market" orientation of ordinary consumer purchasing. 
It is beyond the scope of this paper to explore why v/e have chosen to place 
educational goods and services in this unique position. We would, venture one 
suggestion, however , 'and that is that it is. Aot possible to^ treat education as 
Npurely a consumer good but .rather as an allocation of funds that is partially 
consumption but also partially investment in human capital formation. As 
far -^s v/e can ascertain, however, there is nothing in -the "fiscal neutrality" 
criterion which prevents the Level of educational services from being a func- 
tion of local willingness to t^x-, or a function of the differences between edu- 
cational needs of school districts, or a function of cost-of-living differences 
between school districts, or indeed any reasonable and rational determinant 
.of expenditures other than. the interdicted local district wealth. All that the 
fiscal neutrality criterion really says is that the level of educational serv- 
ices should be neutral a&. far as local wealth is concerned. It is perhaps un- 
fortunate that the term "neutrality" was chosen, since this brings to mind the 
concept of neutrality of taxes. The kind of allocation system contemplated 
under most conceptualizations of fiscal n^jutrality is not at all neutral as 
far as taxes are concerned. 



There .is a second, aspect of fiscal neutrality that has to do v/ith fair- 

ness inHhe "distribution of shares of the available state and local dollars 

set aside for education. Viewed from this second "perspective fiscal neutrality 
* 

holds that rich students and poor students .should have the same share of state 
and .ioc.al dollars available unless other non-wealth factors such as local will- 
i;igness to tax, differences in the educational needs of the districts pre- 
vent this from occurring. This is not a very radical notion. To the contrary 
if stated without the clause* above referring to different educational .i' :cds', 
it would allow no room for a "compensatory" idea of educational spend! • 
There are inany who hold that poor students should have a greater i>rop' ion 
of the available state and local dollars ^pent on them vhan are spent a rich 
students. •"'^ The advantage of this "fair share" notion ,is that it lead^ o^e 
toward the kind o2 measurements used in the study of income distributions in 
economics , in_ particular toward tfle use of the C^ini Index and Lorenz curves 
which we shall discuss in the next section of this^ report. 

r 

* ^ * 

Perhaps the most important point about fiscal neutrality is that we 
believe it "is- superior as ah equity notion to the concept of "equalization," 
at least as that concept has been used in some prior srhcol finance resear.ch. 
Many studies define "equalization" as simply the flov; of. state money to local 
school districts where that flow is inverse to some measure of loca\ wealth, 
usually property valuations. Measurements are then made in terms of product 
moment correlations or regression slopes, and occasionally in terms of Gini 
coefficients. This sort of investigation still,, serve?? a useful purpose m 
that it is quite iniportant to Icnow "v/ho gets v/hjit?" Hov;ever, its inadequacy 
as an equity criterion can be quickly demonstrated. Assume two states, X and 
Y. Assume that X is 8CP/> state silipport and Y^is 205^ ^tate support.. . If Y, which 

.provides very little state dollars for K-12 education, decides nevertheless to 
distribute most of ^the dollars to its 'poorest districts it will appear to rank 
highly on many conventional measurements of "equalization." Assume further 
that X, which provides a great many state dollars for education, decides to 

J spread its" allocations among the wealthier districts as wf^ll as the poor dis- 
tricts-. By simple bivariate measurements botv/een state funds .and local district 
wealth, state X will rank low on "equalization." However, investigation of 
variance in expenditure per pupil will probably show that there is lees variance 
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in state X than- there is in state Y because the higher level of state funding 

causes less dependence upon local property valuations. It is the inequality 

of these local property valuations that causes the expenditure disparity prob-* 

lems in the first place. This is no new revelation. It has been observed by 

25 

several other school finance investigators. ^ In fact it is this problem that 

p6 ' ' * 

has caused-^McLure and other investigators to prefer a "graphic" method oi 

investigating equalization and equity effects over almost any kind of ma^themati- 
cal index and there is still much to be said for graphic approaches to "equali- 
'zation." In this investigation we have elected not to establish "equaliz' • i on" 
as a criterion, but rather to substitute the, notion of "fiscal neutrality^ 
a preferred equity criterion. It was concluded therefore that the reforms 
1975 v/ould be judged successful on this second criterion if the State of Illi- 
nois moved closer to the goal of fiscal neutrality after the reforms had occurred. 

The third criterion is a taxpayer equity criterion rather than a student 
equity natter. As was mentioned in the introduction, since 1973 several states 
have adopted grant-in-aid systems that are based upon the pririciple that any 
two school districts that exert the same amount of effort should be guaranteed 
-the same amount of educational resources. In Michigan this was called the 
"equal yield" px^inciple and in Illinois it was termed the "equal expenditure 
for equal effort" principle .^"^ This is, in our judgement, a politically popu-- 
lar concept, and taxpayer equity accounts as much for the passage of the legis- 
lation described in the first chajiter of this report as any arguments for student 
equity. As a taxpayer equity concept it would, seem to fit into- the "1^^ AifneAd- 
ment" specification found in Section 8^2 of Public Law 95-580. Although polit- 
ically popular., the notion of reward for local tax effort is viewed with con- 
siderable suspicion by many school finance experts..^^ least seven objections 
to the principle of "reward for local effort" can be put forward. First, these ^ 
local initiative systems may result" in increased social stratification and 
geographic segregation of social classes as the different social strata each 
seek the tax rate or the expenditure level they prefer. Second, local deci- 
sion-makers may not or cannot meet the needs of their local districts, even if 
these needs clearly exist. Two examples might suffice here. In rural areas 
strong agricultural repres^tation on local boards of education has kept tax 
rates down and might continue to keep them dovm in spitr- of the reward the 
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state would offer for raising the rate under the new formulas. Rural districts 
might then not piofit as much under these reward for effort schemes as would 
suburban districts. We shall comment further on this phenomena in the findings 
section of this report. Secondly, in some states, the central city educational 
tax rate is depressed by the phenomena of "^'municipal overburden/^ e.g., central 
cities educational tax rate is kept low by the costs of non-educational muni- 
cipal spending for police, fire, welfare, etc^ ^ As we v;ill note in our findings 
section, however, this is^not so much the case in Illinois. There is enough 

^of a problem here, hov/ever, to conclude that rev/ard for effort systems .vlght 
.not also be utilized as fully by central cities as by suburban units. Third, 
reward for effort formulas might also stimulate local property t^axation, and 
this would be directly counter to a strong desire for local property tax relief. 

' Fourth, it is possible that it will be the districts with higher income ^^families 

that raise their tax rates in response to the reward offered by the state rather 

than districts with income poor families. There is'^ in fact, some limited re- 
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search evidence to support this notion already and we shall again comment 

further on this in the findings section of this repprt. Fifth, there is a 
special problem of low income households located in property affluent school 
districts. Under any of the local initiative systems the property wealthy dis- 
tricts might decide to increase their generally low ta3c effort in order to ob- 
tain more state aid. The low income family living in the 'shadow of a factory^ , 
or commercial complex would then find its residential property tax increased 
greatly. Benson and his associates ar^^particularly sensitive to this possi- 
bility 'and suggest a number of remedies for the situation, particuiarV the 
adoption of the so-called "circuit breaker."'^ Sixth, students of general 
, local public firxance have never been especially pleased with these educational 
local incentive grants. They view these grants as encouraging local govern- 
ments to spend funds on public education that might well need to go into other 
public services, e.g. health, sanitation, police, and fire, because of the 
state reward for effort in public education. This issue largely turns on whether 

one accepts or r 'tcts the claim of professional educators that public ediica- 

. * 31 
tion is a "uniq*. public expenditure. Finally, local initiative grants 

might have the e. ..ct of maintaining small inefficient school districts since 

;the state would be rewarding higher tax rates resulting from diseconomies of 

•scale. Looking at these seven arguments the Phi Delta Kappa National Comnission 
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on Alternative Designs for Funding Education concluded that: "The aspii^ation 
level of the citizens in a local school district should not be the primary 
determinant of the level of spending." 

This is a rather powerful array of arguments against the type of grant- 
in-aid system adopted in Michigan, Illinois, and other states. Why then were 
they passed? Because bher% are some equally compelling arguments on the. other 
side. First, these grant-in-aid systems directly attack the ancient equity 
.problem in school finance that is at once both taxpayer equity and student 
equity in nature. As early as 1905 Slv/ood Cubberly pointed put that two tax- 
payers, living in different district:5, might. find themselves in a situation 
where one tajcpayer paid a higher rate and received a lov/er level of goods and 
services while another paid a lower rate and yet received a higher level of 
educational goods and services. "^-^ The school finance litigation of the early 
1970's simply highlighted, an equity- problem that has been known and investigated 
for seventy years. The systems' adopted in Illinois and Michigan attack tjiis 
problem directly i Second, it is also true that these systems provide at least 
some amount of tax relief to high tax burden districts. Since the general 
correlation of tax ratQ. with property valuation is negative ^he initial result 
of the adoption of the Michigan and Illinois type systems i^ound to give 
more state money to property valuation poor districts. This should enable 
thsse districts to at least level off their tax rates in the future. There 
is" no guarantee that these new funds will be used to actually reduce the tax 
rates although. the special provisions of the Illinois system described previously 
do call for some tax reduction. The nolion that those districts which have 
the highest tax burd^en should receive the most state funao has considerable 
common sense appeal.' Third, tax rates may be high in sc.no districts for' per- 
fectly legitimate reasons that arenas compelling as the diseconomies of scale 
factor is not compelling. For example, suburban areas h.^ve high tax rates at 
least partially because the wave of migration to the sub ^rbs has forced a heavy 
burden on school govurnments in those areas in the last tv;o decades. V/hile 
outward migration of business and industry has partially offset this, there is 
no doubt that suburban units have needed help for some ting. The myth- that 
all suburban school districts are wealthy has been destroyed forever by a con- 
siderable amount of research. Vfnilo eaucabidnal tax r:.tes in central cities 
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are kept down by "municipal overburden" they are also pushed up by high cost- 
of-living situations in these population dense areas. Higher tax rates in 
these "areas due to costs associated with population density probably do deserve 
to be rewarded by the. state. Fourth, educators have, in recent years, encoun^ 
tered serious problems in passing local tax referendums. It is at least pos^sible 
that the type of reward for effort provisions -passed in Michigan and Illinois 
will assafst at least the property valuation poorer districts in passing some 
of these referendums as the state will then pick up a larger share of each new 
dollar levied. A careful study of tax referendums in these states after ^ j73 
should cast some light on this situation. Fifth, Lenin was correct in pointing 
out the- power of a slogan. It proved -very difficult in Illinois to be against 
the notion of "equal expenditure ,for equal effort." Even those who opposed 
the grarit-in-aid system described in the first section were at some pains to 
point* out that they "agreed with the basic philosophy." Not among this group 
Of course were those who supported full state assumption of costs in education 
and are philosophically opposed to any form of mixed state and local funding 
for K-12 education. Sixth, for a very long time reorganization d^nd consoli- 
dation has been slowed by the fact that v/ealthier districts did not wish to 
accept the higher tax rates that inevitably came with the absorbtion of their 
poorer neighbors. Under DPE these higher tax rates are less of a problem and 
consolidation and reorganization may again go forward. From what has been 
said it is clear that the controversy over local initiative systems will con- 
tinue and indeed has begun to appear in the pages of journals devoted to local 
public finance matters. It was concluded, however, that the majority view 
of the Illinois Legislature coimted, at least in this situation, for more than 
the views of the professors, ^nd that the reforms of 1975 would be judged suc- 
cessful on the third criterion if the state could be shown to have moved toward 
the goal of^"equal expenditure for equal effort" after the reforms had taken 
place . 

The fina riterion relates to aid to urban districts. Like the third 
goal this also i^ an item of some controversy. It wiould take us too far afield 
to review the arguments pro and con as to whether centi-al cities ape, or are 
not, "poor." There is considerable research on this point.^*^ V/e did however 
accept the notion that central cities t^hould receive more funds from the state. 
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It should be stressed that the rationale for aiding the central cities v/as in 
terms of the concentrations of students with special educational needs that 
are fouiid in those central cities. Poverty concentrations exist in Illinois 
and indeed in all states outside .of central cities and therefore while the 
grant-in-aid described in the first section v/as designed to aid central cities,, 
it was also designed to assist districts v/ith high concentrations of low in- 
come families wherever they might be found in Illinois. It was therefore con- 
V eluded that if the central cities received more state aid per pupil after the 
reform than before it would be judged a success on this fourth criterion. These 
four criteria certainly do not exhaust the list of criteria that could be used 
for s-tate grant-in-aid models and v/e make no such claim. V/e do feel tlmt these 
four criteria are sufficiently important that no state could say that it had 
'thoroughly evaluated^ its e'ducational grant system without at least including 
these four in the .evaluation system. 

In the next section we shall discuss the operationalization of these 
four criteria. It is particularly important that we do so. If '^criteria" 
are left at a high level of verbal generalization then the courts cannot tell 
if their orders have been carried out. In fact, school fi:iance cases may not 
even be justiciable if the issues in question cannot be*subjeoted to at least 
some form of measurement. Legislators cannot tel. if their intent has,^ or has 
^not, been violated. In fact, a greater danger exists in the legislative arena. 
Without clear criteria for evaluating legislation there' is a danger of extreme 
pragmatism. Too often in school finance, as in other educational legislation, 
the temptation is to "pass a Christmas tree' with a gift on it for everyone, 
and then figure out the wiring later." Clear statements of public policy be- 
come lost in the necessary compromises that must take place. V/ithout operational 
statements of goals^nd measurements of these goals there is no way to implement 
a great deal of legislation including the newly passed Section 8^2 of Public 
Law 93-380. In fact, in our judgment, this legislation almost requires that 
the states do now come forv/ard v/ith clearly defined and measurable objectives 
for their school finance system! It may well be that the Congress of the United 
States can do what s.even decades of professorial effort has not been able to ' 
do, e.g., muster some concensus on school finance criteria. Lastly,'' the school 
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finance fraternity itself has a vested interest in this matter. -A cumulative . 
body of knowledge in school finance is difficult if not impossible to erect 
unless the major concepts are empirically grounded and measurably For all 
these reasons we ^now turn to the i^ethods of measuring the f(^uc.-criteria we 
have selected* - _ - . 

Operationalizing tlie Criteria 

As indicated previously the first criterion, permissible variance, can 
be conceptualized at least two ways. The first notion used the entire variation 
in expenditures per pupil and in educational tax rates. Several approaches 
are possible here.^^One could depend upon the range, that is, the difference ^ 
between the largest andv. smallest' number in a given distribution, or perhaps, 
a better measurement would be the difference between the number at the 9011} cen- 
tile of the distribution and the nuinbe£ at the lOU) centile of the distribution,' 
"since there are so many highly deviant school districts in most school finance 
distributions. However almost any range statistic could be. misleading 'due to 
inflationary eftects. The inflation manifest in the last three decades will 
cause all dollar amounts to increase including all range differentials. 'Thus 
especially over long periods of time there is an automatic bias in favor of 
higher differentials at the second point in time as compared to a prior point 
in time. For school finance changes on?*.y one or two years aj^rt there is no 
great confounding effect, however, the. whole problem can be avbided by dividing 
whatever measurement of variation is finally chosen by the relevant measure- 
^ ment of central tendency > For example, this could be the difference between 
the first quartile and the third quartile divided by the medi&n.* jSince pre- 
vious school finance research uses the so-called »'coeff icient of v=iriation,^^ 
that is, the standard deviation divided by the mean and multiplied by 100, 
-we have followed that convention here.^ Therefore the smaller the coefficient 
of variation the closer to the desired- state of affairs. 

Since we owe the second notion of "permissible variance"' to Professor 
McCloqne it seemed appropriate to use one of his ov/n indexes. The "HcLoone 
Index" used in this report is based on the dol3ars required to raise the lov/er 
half of the classroom units to the state median expenditure. Since this study 
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uses pupil units rather than classroom units the values reported here cannot be 
directly compared to those reported by McCloone# Nevertheless., the basic pro- 
cfedures are the same. After the revenues required to bring, all students in the 
state to the median expenditure per pupil are determined, this amount is then 
added to the actual revenues^ generated below the median and becomes the demoni- 
nator of the index# The numerator is the actual revenues generated below the 
median.^ Thus the larger the fraction, the closer the approach to the desired 
state of affairs. Several other indexes are possible using the basic notibn 
of the dollars needed to move all students to the median expenditure, bui/V/e 
elected to use only this one approach. " ' ' 

To operatiohalize the concept of "fiscal neutrality" we have chosen the 
Gini coefficient, or "coefficient of concentration" as it ,is £^ometimes called. 
As in previous .research reported by .Hickrod and his associat^s^ this index is 
based upon a bi-variate set of measurements rather than a uni-variate set of 
-measurements. That is, both wealth and expenditures or revenues are used 
rather than expenditui:es or r^evenues alone. This usage of the Gini index is 
to be contrasted v/ith the application made by HcGloone which is based on expend 
tures alone. Basically what is done is to rank the school districts from low 
to high upon some specification of wealth. In this research v/e have used prop- 
erty valuations per pupil, income per pupil, and a combination of the two re- 
source measurements. Our experience working with this index suggests that one 
can, get quite different values depending upon both (a) the specification of 
wealth usejj, and (b) the specification of pupils use4, e.g. , weighted v.. un- 
weighted, ADA V. ADM, etc. Once this wealth ranking of districts is completed 
a cumulative percentage distribution of pupils is then i'ormed starting from the 
poorest districts and v/orking. to the top* A similarbiinfulative distribution 
is established for state and local revenues. The two cumulative percentage dis 
tributions are then plotted on an X-Y axisrV 

If the "fair share" norm, previously discussed, actually prevailed in- 
a given state the X-Y plot of the two emulative* percentages, wealth and' state 
and local revenues, would be, in fact, a straight line* That is, the poorest 
ten per cent of students would get ten per cent 5f the available ".pie" of stat^ 
and local monies, the poorest twenty per cent would got twenty per cent, etc., 
etc. A distribution of state and local funds would prevail that would be "ncu- 



tral" of local resources and this is what is necessary in any operaftional defin- 
ition, of fiscal neutrality.. .The situation would be thd same as a state of af- 
fairs in which the state raised all revenues and then distributed them back on 
a head count irrespective of local resources.. One might therefore .thirxk of it 
as *'full state funding", with flat grant 'distribution. However, previous re- 
search in Illinpis plus our general knov/ledge of the conservative nature of 
state school finance systems in other states strongly sugges.ts to us that this 
straight line is" not' the observed function formed by the plotting of the two 
cumulative percentage distributions. To the contrary, we believe that the plot 
of the two cumulative distributions will, in many states, form a curve which ^ 
will depart from the "ideal" straight line. This curve of two ciimulative per- ^ 
centage distributions, often referred to as a "Lorenz curve" v/ill then be the 
graphic representation of the "fiscal neutrality" situation im a given state. 
There are several ways- to derive a numerical value v/hich will describe the 
degree ^to which this empirical curve departs from the "ideal" sJ;rSLight line. ^ 
Appendix A to this report prepared by Professor Ramesh Chaudhari sets forth one 
possible calculation procedure. Readers interested in the computer program 
for such a Calculation shculd address themselves directly to Professor Chaud- 
hari.^^ 

The .conservative nature of the fiscal neutrality criteria is fully re- . 
vealed by this type of operatiohalization.^ A truly compensatory notion of 
school finance would require that the poorest ten per cent of the students 
ranked by v/eolth receive more than ten per cent of the state plus local funds 
available for K-12 eaucation, the poorest twenty per cent more than twenty per 
cent of the pie, etc., etc. In other words, full state funaing v/ith flat grant 
distribution would not be an acceptable "ideal" situsetion to many "authorities" 
in the school finance field. The operational definition can^be changed, hov/- 
ever, by weighting pupils according to their educational needs, ^ j[f pupils 
have been previously weighted by cost differentials based on their different 
educational needs before the rest of tl>^e calculations are performed then we 
would have a situation in which the ten per cent poorest pupils, weighte^d b^ 
educational needs, v/ould be expected to receive ten per cent of the state and 
local pie, the poorest twenty per cent, v/eighted by educational heeds, twenty 
per cent, etc., etc. This "expanded" definition of fiscal neutrality v/ould 



38 • ^ - *. 

probably be more acceptable to many school finance analyst^. Since the weighting 
by educational needs varies so much from state to state it miglit be impossible, ^ 
however, to .ever use this "expanded" operationalization of fiscal neutrality 
in interstate comparisons. We have taken a small step in this direction how- 
ever in this project by weighting students with compensatory educational need, 
prior to calculation of the Gini values., This is described in greater detail 
in the next chapter. 

It has been pointed out to us that the interpretation of the Ginr ^alue 
is confusing if the curve ever rises above the line. That is, should there 
be^a state in which the poorest X per cent receive more than the X per Lcnt of 
state and local funds, then the numerical value would not be of great use. In 
other words, the procedure ratl^ined in Appendix A works well as long as^ the^ 
curve is always below the li.ne. Our experience in Illinois has bev r that the 
curve does not c)y^ss the line. However, in the event that tl|ere are sta^s 
in which truly compensatory school finance systems are operative, e.g., xhe ^' 
poorv^st proportions of the students receive more than their simple ] '^ad count 
^per,centage sk% e of state and local funds, then the curve itself would probably 
be of greater valu,e than the Gini coefficient whose calculation is outlined ^ 
in the appendix. ' This also, might be the case if federal funds are included in 
the ^arialysis. Federal funds are excluded from the research reported here since 
the fo^us in this project was upon evaluating an action of a state legislature. 
Calculation of the curve and the coefficient with and then without federal funds 
might ^ell be one way of measuring the "compensatory" effects of federal funds.^ 

Unlike the operationalization of the first two criteria we had no research 
precedents for the third criteria, equal expenditure for equal effort. Our 
first inclination was to use the simple linear regression slope between tax 
rate and combined state and local revenues. However, the slope calculated 
would be unique to a given, state and could not then be used for interstate 
comj^risons. To overcome this difficulty we transformed both revenues and 
tax rate into logarithms. Thus the closer the slope comes to 1.00- the hearer 
one would be to the desired state of affairs, f.t was pointed out'^to us, however, 
that the slope, either in natural or 3.ogarithmic terms, is really more^ of a 
measure of "reward for effort" than it is of "equal expenditure for equal 
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effort," One is indicating the additional ox* marginal yi^ld in combined state 
and local revenues for an additional or marginal increment of tax effort, either 
in dollars and cents or in percentage, increases. It therefore seemed logical 
to use some measurement of the »»goodness of fit" between the tax rate and the 
comb^ined state and .local revenues. This might have been the standard error ^ 
of estimate, but it seemed that t^e square of the simple correlation coefficie'^t 
would be mor-. .'amiliar. This does assume, however, that the "ideal" relation- 
ship between tax rate and revenues received is linear in form. In Benson's 
discussion 'of "district power equalization" systems it is pointed out that the 
desired relationship between tax rate and revenues may well be curvilinear 
rather than rectilinear in n re. V/e regard this, third cr3.^teria as some- 
what more exploratory than the first two and continue to search for better 
specifications of the criterion of "equal ebcpendi^ture for equal effox^t." 

^ Our fourth and final criterion required a geographic typology of s^chool 
disti;.cts. There are several ways of approaching the question of what const i- 
^\es an "urban" school district. The scheme we' eventually adopted was a modi- 
fication of the system used by school finance researchers , at the University of 
Wisconsin. ..City school distrrcts are of two types in thi^ system, "central 
cityV ' districts .ctnd." independent city" districts. CentraX city districts are 
those school districts serving tlie largest city in each, o.if the' nine standard 
metropolitan sta,tisti,cal areas of Illinois as defined by" the 1970 census of- 
pogulation and housing. Independent city districts are those school districts 
' Serving' a city wi.th a population of 10,000 or r,:ore in 1970 but not located _ • 
withii) a standard metropolitan statistical area. These ar^" the two categories 
of "urban" school districts. "Suburban" districts are also of two types. 
To (Qualify a "suburban" district, a school district must be located within 
standard metropolitan statistical area but not be the central city therein. 
'The enrollment growth of these suburban districts was then calculated between 
196^ and 1973. If the sifburban school district was above the median in per- 
centage increase of students it was designated a "rapia grpMh^ suburb" "and if 
'below the median a "low growth suburb." Finally all school districts which 
were neither- within a standard metropolitan statistical area and, were not "in- 
depfen^^ftt-^^ies" were designated "rural." - • ^ 
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The above process of elimination leaves quite a number of Illinois school 
districts in the *^rural" category.* It was. pointed out to us that a further an- 
alysis of "rurar^ units would be helpful in this situation. It is a matter of 
general knowledge that the social demographic characteristics of Illinois change 
greatly from tht north to the south in this state. We therefore used the six 
general supervisory regions of the Office of the Superintendent of Public In- 
struction to structure the state into three roughly equal geographic regions, 
the north, the center, and the south. The project then concludes with this 
special analysis of Illinois "rural*' units. 
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CHAPTER III 

EVALUATION OF THE IlilNOIS GRANT-IN-AID REF0Rt4 OF 1973 
^ USING FISCAL DATA FROM THE 1973-7^+ SCHOOL YEAR 

.In this chapter we. shall apply fiscal data from the 1975-7^ school year 
to the evaluative criteria we" have established in the second chapter. The 
discussion is in five parts. First, we shall describe the variables we are 
using. Second, we shall describe the population used in the study. Third, 
we shall present our findings, criterion by criterion. Fourth,^ the limit'-itions 
one must place on these findings will be presente^d and also suggestions will 
be made for further research. V/e shall then conclude this study with a summary 
evaluative statement. 

, Variabl es Used and Definitions of Terms 

'*^though much of the discussion ^in Chapter II is in terms of "expendi- 
ture per pupil," audited expenditure statements from the many school districts 
in Illinois lag considerably behind the current actions of the General Assembly. 
In order not to hold up this evaluation even longer than has already been the 
case we elected to use a constructed variable called "estimated state and local 
revenue per- pupil" in place of the expenditure per ^'upil -variable. For the 1972- 
73 school year this variable consists of multiplying the 1971 operating ta^: 
rate by the 1971 revised assessed valuations and then adding tht, actual general 
school aid for 1972-73** Similarly, for the 1973^-7^ school year this constructed 
variable consists of multiplying the 19?2 operating tax rate by the 1972 assessed 
valuations and then adding the actual general state aid for 1973-7^ • In every 
case loss from failure to collect IGO^ of taxes will cause our figures to be 
slightly Ijigher than the audited figures will be in the future. V/e have used 
two kinds of pupil counts in the analysis which follows. In order th^t this 
study can hav^ some^ applicability outside the state of Illinois we have used 
the traditional "average daily attendance" (ADA). However, 'as was described 
in Chapter I, Illinois aid in 1973 talce a step toward weighting students in terms 
of certain selected educational "needs." This is reflected in the analysis 
which follows m t^rms of "TWADA." TV/ADA is average daily attendance which has 
been weighted- for the presence of children who are eligible for Title I funding 
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under the Elementary and Secondary Education Act of 1965 P-^^K^^ 25% add-on 

for each ADA in grades 9-12. Unlike some other states, IllihQis does not have 

1 

a separate state categorical grant for "compensatory^* education. It is a cur- 

I ^ 
ious historical fact that the General Assembly in Illinois did once pass 

categorical .grant-in-aid of this nature but never provided the funds to make 
* 1 

the act operational. In 1975 i Illinois elected to take the quite different 
path of introducing a student weighting for "compensatory" educational needs 
into their general grant-in-aid formula. Several other states hao previously 
taken this step, notably. New Jersey, Minnesota., and Missouri. 

It is important to stress that the particular Illinois veriLUon of the 
Title I weighting reflects not only the number of Title I eligible children in 
a given district, but also the concentration of these children in that district, 
e.g., a district v/ith 25/^ Title I children has a heavier weighting than a dis- 
trict with only % Title I children. This notion of weightijig for concentra- 
tion as well as for number of children with "compensatory" educational needs 
was dra'.'m. from the recommendations of a Presidential Commission on School Fi- 
nance that v/as active about the same time as the state school finance studies 
referenced xn Chapter I. Therefore, wherever T\7ADA appears in the analysis 
that follows it refers to this "concentration" weighting^, v/hich. is a part of 
the previously described "resource equalizer" option, and not to the constant 
.^5 weighting that is present elsewhere in the 1973 reforms. Chapter I des- 
cribes these weightings in more detail. r - | 

. ' i 

As many readers know, there is a long history of controversy over just 
v/hat constitutes the most "valid" measurement of local district "wealth''."^ 
The older literature stressed the difference between an ^^income" specification 



of fiscal capacity and a "property valuation" specification of fiscal capa'pity.*^ 

This debate between the proponents of income versus the proponents of prop|erty 

/aluation has been kept alive by empirical studies which demonstrated veryj 

>lttle correlation between school diiitrict income and school district property 

valuation. In fact, some studies have even turned up negative correlations 

5 

between the two wealth specifications.'^ Apparently this relationship) varr,es 
from state and to state with .somev/ha,t better correlations in the southern Ipart 
of the United Gtates whei^e the unit of school £ove,rnment is the county. More 
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recently this old dispute has been cast up in terms of whether "poor students 
live 'in poor districts" or more exactly, whether income poor students are not 
also to be found in property valuation wealthy districts. We did not attempt 
to explore the relationships between various measurements of school district 
wealth in Illinois, although a full and systematic exploration on this score 
is sorely needed. Rather, we .simply used both a "property valuation" specifi-- 
cation of wealth and an income specification of wealth. In one part of the . 
analysis we combined the two measurements. ^ 

"Assessed vsiluation" is thd same state adjusted real prop^^ty valuation 
used in many states for the purpose. of distributing general educa^^lonal state 
aid. ' "Partial" asseccmeut practices do prevail in Illinois as they do in many 
states, that is, local assessors do not all assess at the same proportion of 
"true market value." The state attempts to adjust for these differences at 
least partially by applying so-called "multipliers" betv/een counties in Illinois 
These "multipliers" are intended to "equalize" the property assessments and .off- 
set the partial assessment practices. Howeve.r the multipliers have at times 
been frozen at certain i*ates and the variance in assessment rates between town- 
ships within many counties ,have never be.en adequately "equalized" by the multi- 
pliers in the first place. There are also some peculiar complications in Illi- 
nois by having a number of school districts^that lie in more than one county. 
We mention these matters only to illustrate that while "property valuations" 
have been accepted for a half a century as the measure of local fiscal capa- 
city, there is now, and there has been for some time, reservations concerning 

the validity of this specification of fiscal capacity. Since the summer of 

■ *7 

1973 these reservations have probably increased. 

There are also considerable reservations concerning the validity of 

the second fiscal capacity specification used in this study, i.e., "income 

per pupil." Ideally, income data should come directly from either federal or 

state income tax forms which are filed annually. However., state officials in 

Illinois have raised a number of practical problems concerning the collection 

of income data from this source, and,, as of this Writing, no income data is 

g 

available by school district in Illino.is from state tax sources. In the ab- 
senpe of income data from state tax sources one must fall back on either income 
dat€j, as it is derived from the federal decennial census of housing and popula- 
tion or on special collections such as the income data project of the National 
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Educational Finance Project. . The special collections of course quickly become 
too dated to be of much help and they have their ovm validity problems. In 
the case of the NEFP project the federal income tax data is from I966 and, 
more importantly it was collected in terms of U. S. postal zip codes. Zip 
code areas in Illinois contain a v/ide variation of income levels and to assign 
all school districts v/ithin the same zip code, the same incorr.e per pupil, would 
considerably underestimate the variance in income levels. 

Should one elect to use the U. S. Census income data, as we did in this 
project., there are other problems. The .U. S. Bureau of the Census has never 
in the past, and did not in 1970, collect social and economic information on 
the U* S* population by school districts. Up until very recently researchers 
v/ho wished to use federal census data had to go through the laborious task 
for "converting" from census units, e.g., block statistics, enumeration dis- 
tricts, census tracts, and minor civil divisions (often townships) to school 
districts. This was usually done by superimposing school district .maps on the 
top of census maps, often with the aid of a light table, and then making esti- 
mates of the proportions of census imits found withir school district lines. 
Thi-cugh the joint efforts of the Bureau of the Census and the National Center 
for Educational Statistics data on all the 1970 census first count tabulations, 
and selected population tables from the fourth count sumary tapes, were "trans- 
lated" from census units into school district terms. This effort unlocks a , 
great deal of socio-ecoQpmic data on school districts never before at the dis- 
position of school admindstrators. However, users of the NCES school district 
tapes have also uncoverea sor.ie problems which will be discussed briefly in 
the next section of this Chapter. In the analysis which follow^ "income per, 
pupil" is self-reported family income plus income from unrelated individuals 
divided by either ADA or ll^ADA. Corporate income is not included. Since cor- 
porate property is included in assessed valuations there is a problem in, making 
comparisons v/ith income. ' 

Definitions of "comnlunity typ^" used in this project, e.g. , "central 
city, independent city, higr^ grov/th suburb, low growth suburb, and rural," 
have been given previously in Chapter II, as have the "north, central, and 
southern" regional sp&cificai\ions. It remains only to comment upon the 
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regretable fact that it was necessary to carry out the analysis in terms ot 
each (Of th^ three organizational types of districts found in Illinois, e.g., 
"unit" districts, that is K-IZ jurisdictions, versus "dual" districts, e»g., 
separate high school and elementary jurisdictions. The result is that one 
must, in essence, work with three distinct populations ratheJ* than .with a single 
population. We have not, at least at this point in time, arrived, at some widely 
agreed upon system for merging fiscal data from the three different organiza- 
tional types of districts. This does certainly complicate any scnool finance 
analysis in Illinois, but the problem is not unique .to tha^t etate. California, 
for example.^ has similar problems. 

Population Used 

For all parts of the analysis which follows, except v/here income data 
is employed , the entire population of 501 elementary districts, 1^3 high school 
districts, and h36 unit districts in 1972r73 was employed. Similarly the ^76 
elementary districts, 135 high school districts, and kk2 unit districts in 1973- 
7^f .were usqd. For that reason no inferential statistical te^ts are reported 
in this research since no sampling method was utilized. However, as wac men- 
tioned above, problems did arise with regard to the income data v/hich was taken 
from federal census sources. In thej'irst place it v;as necessary to drop dis- • 
tricts from the study population v/hich had 'merged or consolidated between 1970 
and 1973* Secon41y, a detailed analysis of the Illinois school district tapes 
was undertaken by Professor Vernon C. Pohlmann of the Illinois State University 
Sociology Department and Mr. Daniel Jaw-Nan Hou of the Office of Superintendent 
of Public Instruction. This analysis revealed a large n .nbor of discrepancies 
between the enrollments reported on the federal census t. ^ ci, and th-e enrollments 
reported in the official state statistics of the Office . T the Superinten^dent 
of Public Instruction. This motivated Professoi Pohlman./ and Mr . Hou to^^upli- 
"cate much of the procedures of the National Center for Educational Statistic? 
in arriving at the datel on the school census tapes in the first place. A' num- 
ber of^ processing errors were found and the nature of th-^se errors has been 
reported elsev/here. Despite the considerable efforts of Pohlmann and ^lou . 
a number of distri.cts still shov;ed enrollment discrepancies. It was therefore 
decided thiat where the percentage difference between the federal census school 
district tapes and the of ficiaTTtate statistics v;as grciter than tv/enty per 
cent those districts would then also be dropped from thci population. 
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The upshot of the above is that we were forced to deal with a "partial" 
population where income .data is concerned. This, partial population was also 
used in all the tables starting with Table 10. Appendix B shows the extent of 
this droppijig of districts both in terms of pupils and in terms of distt;icts 
by organizational type and by geographic region of the state. It is clear that 
the effect of this dropping of districts was greater on the "dual" districts, 
e.g., elt -~ry and secondary jurisdictions, than upon the unit districts. 
It is also clear that this trimming of districts affected the central and 
southern parts of the state more than the north. Since the great preponderance 
of. pupils are found either in unit districts of the state, of in the "duals" 
of the north, we decided to live with the handicap of a "partial" population 
and continue the analysis . , j^^e-^o'H5^ider., however, the weakness of the 
income dat£ to be perhaps the single- greatest limitation on the results 
reported. "Efforts are still underway at the' time of this writing to increase 
the validity of the income data and reduce thejiumber of districts that must 
be dropped from the study population. 

Findings : Permissible Variance Cri t.erion 
Tables 1 and 1-A contain the data on the premissible variance criterion. ^ 
In Table 1, wKere/tJetotal variation in revenue per ADA and the 'total 
variation In ope/atlonal tax race is used, the coefficient of variation is 
reduced betwe^jv|l972-73 and 1973-74 in all. cases.. We may therefore conclude ^ 
that ..overall dliparity in revenues, and in tax rates., declined after the 
adoption of th/ lv73 reform. However, we know from .prior research that a 
reduction^of variation in costs .per pupil and in educational tax rates has 
,been occurring in Illinois during a period from 1963 through 1971- 
^Therefore, we cannot directly attribute the observed reduction in variation 
to the ^1973 r'eform alone. What we can say, is that nothing in the 1973 
ref'^rm inter rupte(f. this trend toward a greater equality of dollars pe^r pupil 
and a gre'a,ter equality of tax burden in Illinois. 

In Table 1-A the focus of attention is not upon the^entire variation in 
state and local revenues but only upon the variation below the median. 
Usin^ £he; ^'McLoone Index'* discussed in Chapter II there appears to have ^een 
some improvement in unit districts, and in high school districts,; after the 
1973 reform, but not in the case*of eleinehtary districts. The Improvement 
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TABLE '1 

PERMISSIBLE VARIANCE CglTSRION 





1 

Estimated State and 
^ocal Revenue Per ADA 


■ ■ 

>>pperat-ional Tax- Rate 




11972-73) 

c 


New 
(1973-7*^) 


• "Old 
,(1972-73)^ 


> 

New 
(1973-7'^-) 


El emefrtsn^^ 
High School 
.Unit 


■ 28.729 
27.801 
lk.0S7 


26,889 
2'fv992 
13. ^^92 


25.000 , 
23.809 
15.596 ' 


• -?2.000 
i''t.8'f7 



TABLE 1-A ' 

PERI4ISSIBL^v VARIANCE CRITERION : 
MCLOONE INDBv^:" REVENUE PER -ADA , ' 



Median 



Dollars -Needed 



■ Index : 



Old New ©la. (thousands)' New' 

(1972-73) (1973-7*^) a972-73) (1973ir7^) 




Old • New 
,19i'72-7,3) (197377.^0. 



Elementary S 783. l4 % 903- Oif 532,058 - S>1,921 .V9'i02 . * .9299 
High Sctool 1/193.23 1,252.8*^ if 2, 182 ' 33,08it ^89'tO '.^ .9202 
Unit 876.35 972.37 63,709 '66,899 



.•9530 - .- f;:9559 
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in unit districts^s also not very impressave'. This suggests that policy ma 
^rs may wish to pay special attention to the very low reven^p producing districts 
in^Illinois^ The progress of these districts toward a gVeater^^q^fility of ex- 
penditures or revenue is as important as is the overall refiyVtiok ^ik* variation 
in the-.entire population* • , • » 

■ ■ • K 

I ' 1 
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^ Fdndings : Fiscal Neutrality Criterion 

Tables- two, three, and five contain the data on the fiscal neutrality 
criterion. V/it.h regard to the "dual" districts, tha^t is, the separate high 
school and elementary jurisdictionc , the Gini Indexes decline both when property 
valuation per pupil is used a§ the specification of wealth (Table 2) and wffen 
income per pupil is used as the specification of wealth (Table 3)» One may\ 
conclude therefore that the dual districts in Illinois did 'nove closer to the 
goal of fiscal- neutrality after the reform of I973» With regard to unit dis- 
tricts, however, "only when assessed valuation per weighted pupil is us.ed (the 
Illinois TV/ADA as ^explained in Chapters I and II) do v/e find a movement tov;ard 
the goal of fiscal neutrality. Using the other thi^ee specifications of fis- 
cal capacity v/e actually note a movement away from the goal of fiscal neutrality. 

We were perplexed at first by this finding using unit districts. V/e 
.then began to focus upon ths role of tljp single school district of Chicago in 
this situatioruNAs a review of Chapter li and Appendix A will indicate the 
Gini Inde:C xs deliberately constructed so that the larger schopl districts will 
have a greater effe'ct than the smaller school districts. That is, the u^it 



TABLE 2 



.FISCAL NEUTRALITY CRITERION USING 
' PROPERTY VALUATION PER PUPIL 



Assessed Valuation 
Per ADA 



Assessed Valuation 
Per TWADA 



Old 
(l972:-73) 



New 
(i975-7'+) 



Old 
(1972-73,) 



New. 
(1973-7^) 



Elementary 
Hxgh Scho.ol 
)lJriit 


. .0939 
.0929 - 
.0578 


'.0823 
.0815 
.tl6l6 


.0995 - 
• .0961 ' 

. 03^*5 


.oShh 
.0265 


^nit w/o 
Chicago 


' .0361, 

• 


.02if2 


^ V .0506 


.0387 
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TABLE- 5 

FISCAL NEUTRALITY CRITERION USING 
INCOME PER PUPIL 





Income- Per ADA 


Income 


Per TWADA 




Old ' 
(1972-75) ' 


New \ 
(1973-7'+) \ 


Old ■ 
(1972-73) 


11 cw 

(1973-7'+). 


Elementary 
High School 
Unit 


.0995 
.0691 


.0859 
.0778 
.0822 


\ '.1011 
\ .1029 
.01*^2 


.0832 
.0818 
.0183 


Unit w/o . 
Chicago ■ 


.•0306 


.0263 




.037*+ 



of analysis when the Gini Index is used is the student, not the^ district . V/e . ^ 
therefore dropped the largest ^^district in Illinois, Chicago, from the unit 
school district distribution. \^ then again observed the movement toward the 
goal of fiscal neutrality in all\ cases. This led us to look at the pgsition 
of Chicago on fo\ir specif ications\ of fiscal capacity or wealth, which is shown 
in Table 

It is apparent that Chicago ^s a wealthy school district in terms of 
several "Average" type measurements Vof fiscal capacity. For example, Chicago 
is sixth from the very top of the dilstribution in terms- of income^ per ADA and 
remains high on this income distribution even when the v/eighted student count 
(T\'/ADA) is 'used. It is also far above' the median in terms of property valua- 
tion per ADA. It is noteworthy that ^he only wealth specification on which 
.Chicago will drop to near the median in Illinois is the specification which 
was actually used in the 1975 feform, A^»^g^. , property valuatipi^ 'per TWADA. It 
would be a mistake, however, to jump tola conclusion that^Ch'cago is *«we5lth;^»» 
in.some overall or absolute sense. TheUote to Table "^l also points out that 
' Chicago has one of the largest concentraltions of Title 1 eligible students in 
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TABLE k- 
WEALTH OF CHICAGO 



Variable 


V 

Rank 


Total 
Units 


Income per ADA 


6 


360 


Income-p^cr .TV/ADA 


22 


360 


Property Valuation 
per ADA 


iko 


hk2 


Property Valuation 

per TWADA ^ 


270 





Note: Concentration of Titl^e t eligjibles in Chicago 
was 54 .85^^ which places Chicago in the top 
10?^ of unit districts in the state. 



^ the state* V/hat we are really observing here is a phenomenon which has been 

" "13 
commented upon by a number of other school finance analysts. Very large 

urban cities often appear wealthy v/hen some average measurement of wealth is 
used, but these , same cities appear poor v/hen either direct measurements of 
poverty or correlates .of poverty are :i.atroduced into the calculations. Large 
cities do have sizeable pockets of poverty; a simple 'S/indshield survey** from 
the front seat of the family car any day in the year will leave little doubt 
as to that fact. What is not seen by such an intuitive process ic" that large 
ci^ties also have appreciable numbers of very wealthy individuals and families*- 
The result is a highly skewed income distribution with large numbers of low 
income families and indiv^^ls forming one end of the distribution and a few 
wealthy families and in^viduals forming the other end of the distribution. 
In such a situation any measurement of central tendency or, in fact, any aver- 
age measurement, as all "per pupil" measurements are, is apt to be misleading.- 



ERIC 



57 

/ - 

We thus arrive at a very interesting paradox with regard to the fiscal 
neutrality situation in Illinois. The reforms of 1975 did increase the flow 
of state funds to the Chicago school district. .This was primarily due to 
(a) Chicago's concs;ntration of Title I eligibles and (b) Chicago's relatively 
high tax rate. HoVever, since -Chicago also appears relatively wealthy on the 
measurements of fiscal capacity or wealth used in the Gini Index calculations', 
thi.s new flow of state money into Chicago has the effect of moving the state 
away from the goal of fiscal neutrality. The single exception to this, it will 
be recalled, is when assessed valuation per TWADA is used, and Chicagoans may 
be expected to argue thai this is the mosk^alid" specification of school 
district wealth. To put the matter another^'ay, central city educators will . 
argue for the ^'expandedll interpretation ofythe fiscal neutrality concept dis- 
cussed in Chapter II. Their position jvill probably be that "poorness" can be . 
measured only after differences in student educational needs have been taken 
into consideration.^ 

We also tried one combination of property valuation and income as a 
wealth specification primarily because a few states do use such combinations 
of these two variables. As can be seen from Table 5 the overall picture does 
riot change very much when compared v;ith the two wealth specifications taken 
separately. However, there are many possible Qombinations of the two wealth 

TABLE 5 ' ^ ^ 

FISCAL NEUTRALITY CRITERION^ USI?IQ COMBINATION ' 
OF PROPSi?TY VALUATION AND INCOME PER- PUPIL 





Combined V/ealth.- 
Per ADA 


Combined V/ealth 
Per IWADA 




oid 
(1972-73) 


Nev/ 
(1973-7'+) 


Old 
(1972-73) 


. New 
(l>973-7'0 


Elementary 


.1051 


' .0917 


.1079 


.0911 


High School 


.1056 


■ ' .0871 


-.1072 


.0890 


Unit 


.0663 


.07^^* 


■ . 03^+0 


'.0275 




1 
1 


CO 
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specifications, for example, equally weighted, weighted by some index of pre- 
diction power relative to a third variable, etc., etc. V/e^'hold no special 
brief 'for the sSystem used in conbining^ the two wealth factors here and It is 

quite likely tn^t one would get different results with other means of merging 
\ 1^ 

'the two variables\ , 

Finding^s : Reward for Effort and Equal Expenditure for Equal Effort 

Tables 6, 7 and 8 contain the data on the reward for e'ffort criterion 
and the equal expenditure for equal effort criterion. Table 6. contains the 
results of a simple linear regression of state and local revenue per ADA on 
tax rate^ Before the 1973 reform each one cent in tax rates in elementary dis- 
tricts v;as associated with an average of S17.75 in state and local revenues 

per ADA. After the 1973 reform each one cent in tax rate in ^elementaty dis- 
_ ^ 

tricts was rewarded with $23.73 in state and local revenues per ADA. Encour- 
agement to raise local tax rates has therefore been increased by $6.00. For^ 
unit districts the increase in the reward for effort is not quite as large, 
S^.50 roughly. By contrast, there was no increase in rev/ard for effort for 
the high school districts. We believe this phenomenon to be a function of 
the very low tax rate ceiling; placed on high .school districts in the ''resource 
equali2ier,»' e.g., Si. 05 as compared to the $1.95 an^i the $3-00 in the elefnen- 
taries and units respectively. Without doubt, one of the most interesting 



TABLE 6 

REV/ARD FOE EFFORT CRITERION 
USING NO TRANGFORMATIOns 





Old (1972-75) 


New (l975-7'4 


\ 
/ 


Intercept 


Slope 


Intercept 


Slope 


Elementary 


S595 






S25.755 


High School 


780 




871 


52.381 


Unit 




12.010 


621 


16 .'^71 


Regression: 


Estimated ik-vsnue/ada 


= a + b (tax rate) 
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questions currently to be asked in Illinois school finance is whether many 
local school districts will now respond to this increased reward for local 
effort. .V/e shall comment again upon this matter at the close of the cliapter. 

Table 7 presents essentially the same information as Table 6. An at- 
tempt was made here to put the regression slopes in some kind of standard units 
so these slopes could be compared* from stat6 to state. One would then have 
some way of comparing the reward for effort factor in one state v;ith the rev/ard 
for effort factor in another state. Placing both variables, e.g., state and 
local revenues per pupil and tax rates in their logarithins has some advantages 
^over other possible transformations. If one is willing to accept the position 
that a one per cent change in tax rate should be associated with a one per cent 
change in slate aad local revenues then, as was mentioned in Chapter II, the 
"ideal" slope is the same as the "unit elasticity" concept in economics, e.g., 
1.00. Furthermore, any move^ment toward 1.00 can then be interpreted as a move- 
ment in the direction of the desired state educational fiscal policy goal. 
Table 7 reinforces the results of Table 6. Movement toward the "ideal" of 
1.00 has taken place in elementary districts and unit districts but not in 
high school districts. 

TABLE 7 

REWARD FOR EFFORT CRITERION USING - 
LOGARITHJ-ilC TRANSFORMATIONS 



Old (1972-75) New (1975-74) 

Intercept Slope Intercept Slope 

Elementary 7.796 .2526 8.I68 .5157 

High School '8.621 ' .5570 8.562 .5260 

Unit 7.817 .2658 8.-272 .5628 



Regression: Log estimated revenue/ada = log a + b log (tax rate) 
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The use of regression slopes is particularly appropriate for the policy 
analyst if the conceptualization is dynamic in nature, that is, change in some- 
thing, relative to change in something else.**"^ However, the notion of "equal 
expendituie for equal effort" also has a static or "precision" component.' 
One is also asking what is the relationship or correlation of tax rate, to state 
and local revenues per pupil. The assumption here is not that the slope should 
equal 1.00 but rather that the correlation should be 1.00. In other words, 
one is interested in "goodness of fit" of the data to a desired function, in 
this case a straight line. As was mentioned in Chapter II one could well chal- 
lenge this assumption that the "desired'' function should be a straight line. 
However, one would then be called upon to defend some other shaped function 
and that could also be difficult. For this investigation we did accept' the 
rectilinear assumption and Table 8 contains the information on the square of 
the Pearson correlation coefficient. As would be expected, the results are 
the same in Tables 6 and 7, 'that is, there is an increasing goodness of fit 
between the tax rate schedule and revenues for elementary and unit districts 
but not for. high school districts. 

TABLE 8 

EQUAL EXPENDITURE FOR EQUAL EFFORT CRITERION . , 





Old (1972-75) 


New (1973-7'^) 




R* Squared 


R Squared- 


Elementary 


. 07*^5 


.1201 


High School 


.1083 


.0970 


Unit 


.10*^8 


.1692 

C - — - 



Regression: Estimated revenue/ada = a + b (tax rate) 

/ . ; ■ • 

Findings ; Wealth and Tax Effort 

Tables 9-A, -B, and -C do not relate directly to the evaluative criteria 
established in Chapter II, but they are of considerable interest to any state _ 
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which is experimenting with the "reward for effort'* notions. As can be observed 
in the three tables there is a consistently negative linear relationship be- 
tween property valuations per pupil and tax, rates, t^s would be expected, prop- 
perty poor districts have higher tax rates. It is this simple negative rela-^ 
tionship that attracted a good deal of attention from Illinois legislators since 
any grant-in-aid system placing more state funds into high tax effort districts 
can then also be interpreted as a form of selective property tax relief, or 
more precisely, property tax relief lov the poorer districts. However, the 
relationship between tax effort and income is consistently positive. That is, 
at least in terms of overall linear effects, the wealthier districts as meas- 
ured by income do make the greater tax effort. One could speculate that this 
might occur because higher income families place a higher value on formal edu- 
cation than do the lower income families. 

The relationships seem particularly strong in the dual districts. There 
must be a ^ood probability in these districts of combinations such as: high 
tax rate, high income, and lov/ property valuations, or conversely: low tax 
rate, low income, and high property valuations. The first combination sounds 
suspiciously like a, bedroom suburban or residential subuiD while the second 
sounds like an industrial concentration, also in the suburbs. V/e merely note 
these diverse relationships here and promise to explore them in grea,ter detail 



TABLE 9-A 

\ffiALTH AND TAX EFFORT 
SIMPLE LINEAR RELATIONSHIPS 



UNIT DISTRICTS 






Variables ,^1972-73 


■ 1973-7'^ 


Tax Rate and Income/ADA^ i 


+.2072 


+.2363 


Tax Rate and Income/TV/ADA 


\ +.1850 


+.2221 


Tax Rate and Property Av./ADA * 


\ -.3509 


T.V3693 


Tax- Rate and Property Av. /TV/ADA 


W^580 


-.3759 
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in subsequent research. There is also the very strong possibility of | curvi- 
linear rather than rectilinear relationships between wealth and tax effort, and 
this possibility should also be explored in some detail. j 



TABLE 9-B 

V/EALTH AND TAX EFFORT 
SIMPLE LINEAR RELATIONSHIPS 
ELEMENTARY DISTRICTS 



Variables 


1972-73 


1973-74 


Tax Rate and Income/ADA 
Tax Rate and Income/TV/ADA 
Tax Rate and Property Av./ADA 
TaxfRate'a'nd Property Av. /TV/ADA 


. + .'^772 

+ MhJ> 

-■.2820 


+ .^^728 
-. 29*^2 
-.281^5 



. TABLE 9-C 



VffiALTH AND TAX EFFORT 
SIMPLE LINEAR RELATIONSHIPS' 
HIGH SCHOOL DIsfelCTS . 



/ 



/ 



Variables' / 


1972-T73 


1973-7'+ 

J 


Tax Rate and Income/ADA / 


+ .575'^ 


i +.'+992 


Tax Rate -and Income/TWADA 


'+.5776 


1 +.5055 


Tax Rate and Property Av./ADA 


-.3't88 1 


-.3379 


Tax Rate and Property Av. /TV/ADA 




-.3301 
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Findings : Community Type and State Aid 

State aid systems are most assuredly the product o-^ political pressures, 
counter-pres&ures, and compromises and therefore no evaluation would be com- 
plete without casting some light on that very familiar question: "V/ho got 
what?" Tables 10, 11, and 12 are intended to do this and Tables 13, 1^, 15 i 
and l6 provide auxiliary information bearing on this same question. In Chap- 
ter II we indicated that t^e reforms of 1975 were intentionally urban oriented^ 
and Table 10 provides evidence on that point. It was indeed the nirve central 
city unit school districts that gained the most from the 1975 reforms while the 
rural unit districts gained the* least. Afte r the 1975 reforms the state of . 
Illinois was providing more dollars per pupil to its central city school dis- 
tricts than to any other type of community. \Vhile many school finance studies 
have urged that this be done, very few states can provide evidence tVat it has 
been done.'^'^ It would appear therefore that Illinois can properly take some 
credit for leadership in meeting the needs of students in large urban areas. 

The.. computations in the three tables which follow e-e in terms of both ^ 
v/eighted means and unv/eighted means. In the unweighted situation the measure- 
ments are simply added together and divided by the number of districts. Such 
a process of course gives Chicago the same weight in the central city category 
as a much, smaller city like Bloomington. To offset this the measurements were 
multiplied by the ADA and then divided by the summation of the weightings. 
This process would give Chicago much more effect in the central^ city category 
than Bloominffton. The differences between weighted and unweighted means were 
not quite as great as we expecl^ed but since they do make some difference both 
are reported. 

Tables 11 and 12 indicate ^ ^t the other "winners" in 1975 were the 
suburban high schools and the suburban elementary schools. If there are "win- 
ners" then there must also be "losers," not in any absolute terms, since all 
got more state funds, but in the relative sense that sprno districts profited 
more than^ others. The three tables make it clear that it was the rural unit 
districts and, to a slightly lesser extent, the rural elementary districts, 
that gained the least from the reforms of 197^5. The rural secondary districts 
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TABLE 10 

STATE AID PER ADA BY COMMUNITY TYPE 
UNIT DISTRICTS 



Community 
Type • 


"Weighted Means 


Ratio 


Unweighted 
Means. 


Ratio 


72-73 


73-7^ 


7^/73 


72-73 


7J>-7k 


7V73 
— 


Central 
City 






- 

1.258 


■ 

$h2e 


«503 


' l.l8.i 


Independent 
City 


'kl2 


^73 


l.lif8 


kl2 


k7k 


1/150 


High Growth 
Suburbs 




502 


1.161 


397 




l.lkG 


Low Growth 
Suburbs 


k23 


509 


1.198 


356 


if 12 


1.157 


Rural 


387 




l.lk2 


356 




1.158 


Number of Districts and ADA.: 














Number 




ADA-73 




ADA-7^ 



Central City - 

* « 

Independent City 
High" Growth Suburbs 
Low Growth. Suburbs 
■Rural 



9 
15 

252 



613,3^8 
73,6iH 

lif2,387 
81,599 

267,169 



59^,619 
73,079 
lh2,^Sl 

79,619 
265,033 



were, hqwever, aided strongly, but there were only 37 of this type of district 
in the study population^ The data on the number of districts and the ADA are 
given at the bottom, of each table and help to interpret the relative importance 
of each community type in the study population. The data in the three tables 
strongly suggest, that the reforms of 1975 might well be called "aid to metro- 
politan areas," that is, aid to both central cities and their suburbs. Such 
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TABLE 11 - 

STATE AID PER ADA BY COJ-IMUNITY TYPE 
ELpjlNTARY DISTRICTS 



« 

Community 


V/eighted Means 




Ratio 


Unweighted 
Means 


Ratio 


72-73 


73-7'^ 




7V73 


72-73 73-7^ 


74/73 


^ Independent 
City 


$558 


S'^59 




1,282 


' W 5^51 


1.296 


High Gz^owth 
Suburbs 


385 


lt70- 




1.221 


36h kk2. 

I ■ 


■ 1.214 


Low Growth 
'Suburbs 

Rural 


289 
367 


357 




1-.235 

1.174 

/ 

y 


282 3/H 
326 382 


/ 

1.209 
1.172' 


Number of Districts and 


ADA: 














Hvimber 




ADA-73 


ADA-74 


Independent City 
High Growth Suburbs 
Low Growth Suburbs 
Rural ^ 




9 

95 
100. 

109 




17,70if 
166,474 
195,071 

45,888 


16,857 
166,142- 

188 ,529 
46,356 



areas are, of course, where the greatest concentrations of children are tio be 
louDd, and when one anticipates changing the system they are also where a high 
concentration of votes in the General Assembly are to be found, 

Th.* three tables also make it clear t^at tfie dual districts were aided' 
more than the-' unit districts by the reforms of 1973. This has led to some 
concern throughout the state that reorganization and Qonsolidation efforts 
might be^slqwed by this new allocation of state funds. The relationship 

S3 " ' ^' 
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TABLE 12 

STATE AID PER ADA BY COMMUNITY TYPE 
HIGH SCHOOL DISTRICTS 



t 


Weighted Means 


Ratio 


Unweighted 
Means 


Ratio 


Community 
Type 


72-73 


73-7'^ 




72-73 


73-7U 


7't/73 


Independent 
City 


'$239 


S306 




$2'h9 


S3i9 


1.281 


High Growth 
Suburbs , 


239 


313 


1.310 


2^9 


325 


1.305 


Low Growth 
Suburbs" 

.Rural 


150 
232 


189 ' 
302 


1.260 
1.302 


158 
222 


199 
290 


1.259 
1.306 



Number of Districts and ADA: 



Independent City 
High Growth Suburbs 
Low Growth Suburbs 
Rural 



Number 
6 

. 28 
37 



ADA-73 

.9,'^87 
128,537 
78,595 
18,999 



ADA-7'^ 

•9,388 

13J2,it80 

78,377 
19,365 



between dual and unit districts is a complex one in Illinois and perhaps of 
limited interest outside the state, We will therefore not elaborate on this 
relationship in this report. We should point out, however, that the increased 
aid tc ^yal districts rose out of an abtempt to treat taxpayers equally regard- 
less of whetner they resided in ',.ut or dual districts. This had not been 
true prior to the reforms of 1973. 
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Table 15 provides a slightly different, /iew of state aid- TablejAOf, ^ 
11, and 12 are in terms of dollar increases in state aid. Table 15" is* n^rf^rms 
of the percentage of state aid provided each of the commimity types afteK-^he 
reform. From, these \daia it is clear that while dual districts did, get larger 
dollar increases in state aid the .econdary districts in particular in. H^nois 
are still mainly .supported by local funds. ^This is particularly true of Ipw 
growth suburban high schools which tend to ^ rather wealthy in term? of ,prop- 
erty valuation per child. In this type of community only l6 per cent, bf the 
revenues come from state sources.. V/e can also see that while central ci^efe- ^ 
did get sizeable dollar increases in state aid the perc^tage of funds cofhing 
from state, as opposed to local sources, is not out of line v;ith suburban' 
rural units. \ " \ 




TABLE 15 

PERCENTAGE STATE AID BY COMMUNITY TWS 
ORGANIZATIONAL TYPE, 1975-7^ 



■ Community Type 


Unit 


Elementarv 
* 


^ High ■'School, 


Central City 


if 6. 70 

(09)' 




•» 


Independent City 


49.71 
(15) 


50.11 


30.0if- 

' ;q6> 


High Growth Suburb 


^7.62 


^^9.15 

■ ^(-9H-)^ »^ 


25 ^^2 

— -■(-28^-- 


Low Growth Subui'b 


42.21 - 

■ 0^2) 


5/^.15 

(101) 


■ 15:75 • 
(26) 

25. 3*^ 

(37) 


Rural 


kzM 

(252) 


• ' ^^7.26 ■ 
■ • (109) • 



In Table 1^ we begin. to see s6me of.^the reasons for the distribution J 
of state funds to the different community types. One notes immediately the 
high tax effort for education exerted by the ceutral 'cities of Illinois. This 



68. 



appears to be greater than the effort of centVal citiec elsewhere in the United 

18 • 

States relative to the other community types. Apparently the "municipal 
overburden*' effect, that is the sometimes considered depressing effect of other 
municipal services on educational tax effort, is not as great in Illinois as 
it is' in other states. It would require an investigation of greater scope than 
^this project to .reject or confirm this -cpeculation. One also notes the low tax 
effort of the^ rural' districts of Illinois. This fact almost assures that any 
'type of reward ^or effort provision is not going to be. of much assistance to 
rural Illinoib. Table 1^ also demonstrates that taxpayers located, in the dual 
districts of the state' are exerting greater tax effort than taxpaj rs in the 
/unit-districts of the state. This is paxtipularly true of taxpay.'rs in subiir- 
ban dual districts. From this it is apparent that reward for e:rfort or equal ^ 
.expenditure for equal effort notions are bf considerable interes;t to suburban 
taxpayers aQd voters. Viewed in this li^ht, the reforms of 197j> might be thought 
o'J as tax r^'ief suburbaji taxpayers. 



" TABLE Ih 





1 . - 

■ TAX RATE BY COKiMWIITY TYPE AND 
. ORGANIZATIONAL TYPE, 1973-7'^ 


1 


Community Type 


Unit 


Elementary. 


High School 


OeQtral City 






/ * 


Independent City 
Kig]^ Growth Suburb 
Low Growth Suburb 


2.32 


1.55 ■ 


1.32 




1.71 
1.82 


1.75, 
■1.56 ■ 


Rural 

• 


2.2h ' 


1.35 . 





• I ■• ^ ■ • 

Tables 15-A and -B and l6-A^^nd -B provide inforn>:ition on the "v/ealth" 
of the diifererit conjnunitv types ap^ cast further light on the distribution 
.of state aid^'tjo these comnWity types. There are several interesting observa- 
tions that ccAild be made hej^e but in the interests of shortening an already 
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lengthy report we shall comment on only one iact which has important policy 
implications'. It is apparent from these fou* tables that the rural districts 

^.of-i^he state are not only not going to profiif. from "reward for effort" systems, 
they are never really going to profit much frbm any traditional system of using 
property valuation per pupil as the measure ot v/ealth. The effect of a long 
inflationary period on the price of farm land ':p.s an important part of the pic- 
ture displayed in these four tables. By. contrast, It is also apparent that the ' 
rural districts of_Illinois would profit, and profit handsomely, by the intro- 
duction of an income measurement into the state grant-in-aid formula. The 
tables also mak^lear, however, that the rural districts cannot realistic Uy 
expect much assistance from urban and suburban districts in introducing ai; 

. income factor since neither the cities' nor the suburbs have much to gain by 
the introduction of these "average" type income measuretaents. Suburban J.egis- 
lators and educators certainly gained from the tax ef fort'^iirovisions of the 
1975 reforms, and ceatral city legislators and educators certainly gained from 
the. weightings for Title I eligibles. It seems only fair to us therefore for 
rural legislators ^nd educators to now be given the chance to profit from an 
income factor. At this point in time, however, we are not sure what the rur.al 
interests have to offer as an inducement to get the necessary votes. The city 
and suburban legislators are very quickly becoming appraised of the full extent 
of their 1973 gains, and they know also that the inclusion of a simple income 

/ per pupil f3':t6r would not "be of great help. ^to them. W^\^ve exercises of 
this sort, hoWever,, to those more experienced in such "horse trading;" and- 
turn finally to the last element of the analysis. 

Tables 17-A and -B, l8, 19, and 20 are restricted to the rural districts 
of the state;. Again,, there are several items that could be commented upon here, 
but we vail limit ourselves to noting the peculiar position of rural unit dis- 
tricts in the central -part of the state. The complaints of rural. superinten- 
dents from this geographic regi^ of the state that they were helped vory little 
by the reforms of 1973 receive considerable suppoi;t froas Tables 17-A and -B. 
Some of the re&sons for this low gain in state aid "in rural central Illinois 
are then apparent from Tables l8 and 19- Central Illinois rural unit districts 
have lower tax rates than the rural units of eiiher the north or the south. 
In part, this low tax e-ffort is the result of the rich black soil of this portion 



70 



V 



TABLE 15-A 

ASSESSED VALUATION PER PUPIL BY C0M^5UNITY TYPE 
.AND ORGANIZATIONAL TYPE , ^ :W73-7't 
UHV/BIGHTED MEANS ■ 



Community 
Type 


Unit 


Elementary 


H^h Schdol 


ADA 


TV/ADA 


ADA 


TWADA 


ADA 


TWADAy' 


Central 
City ■ 




Sl9,8'f6 








/ 
/ 

7 

1 


Independent 
City 


21,26'6 


19,025 


$29,5^^5 


$27,375 


$59,229 


$'f6/,'f27 


High Crowth 
Suburb 1^ 


22, if 55 


20,5^+1 


29,531 




56,871 


't5,l83 


Low Growth 
Suburb 


27,257 


23,700 


• * 




81,878 


6if,565 


Rural 


27,065 


2'f,l8l 


37,758 


35,260 


77,^*82 


60 ,160 



TABLE 15-B 

ASSESSED VALUATION PER PUPIL BY COMUNITY .TYPE / 
AND ORGANIZATIONAL TYPE, 1973-7't ' / 
WEIGHTED MEANS / 

I ■ / 

•- . . / 

















Community 
Type 


Unit 


Elementary 


/-High School 


ADA . 


TWADA 


- ADA 


TWADA, 


/ ^^^^ 

/, 


TWADA 


Central 
City 


$27,513 


S 18, 755 






/' 

/ 




Independent 
City 


21,719 


19,299 


S 29, 100 


S 26, 386 


/ 

// S60,915 


$^+7,619 


Higli Growth 
Suburb 


19,85a 


18,002 


27,5^^3 


26,876 / 


/ 

50 ,-259 


if 7, 100 


Low Grow 
Suburb. 


21,679 


18,827 


'+1,975 


/ 

39,111/ 


85,'»9l 


67,^+62 


Rural 


2'f,069 


21,59d 


30,270 


23, 7^*9' 


.67,13'+ 


52,168 



/ 
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TABLE 16-A 

INCOME PER PUPIL BY COMMUNITY TYPE 
AND ORGAN IZ/iTIONAL TYPE, 1973-7'^ 
■ ■ "• UN?/EIGHTED MEANS 



Community 
Type 


Unit 




Elementary 


High School 


ADA 


TWADA 


ADA ■ 


TWADA 


ADA 


TWADA , 


Central 
City 


* 

S'20,551 


S 16, 721 










Independent 
City 


16,5?7 


1^^,75^^ 


s 25, 610 


$25,578 


$^^5,855 


83'^,280 


High Growth 
Suburb 




12,256 


22,188 


21,575 


i}8,689 


■ 38,676 


Low Growth 
Suburb 




11,756 


57,515 


55,5il 


65,^*^8 


51,659 


Rural- 


■12., 557 


11,215 


19, 12^^ 

1 


17,968 


56,898 


28,726 



TABLE 16-B 

INCOME PER PUPIL BY COMMUNITY TYPE 
AND ORGANIZATIONAL TYPE, 1975-7^^ 
WEIGHTED MEANS 



Community 
Type 



Unit 



ADA 



TWADA 



Elementary 



ADA 



TWADA 



High School 



ADA 



TWADA 



Central 
City • • 


1 

S25,.750 


S 16, 189 






Independent; 
City^ 

High Growth ^ 
Suburb 


17,08'f 


15,180 


2i},762 


22, if 55 




\ 

15,10^ 


22,756 


22,187 


Low Grov/th 
Suburb 


15,513 . 


^13,^83 


58^695 




Rural 


12,8'f7 ' 


tL,529 


20,666 


19,626 



ifif,l6l 5*+, 522 

52,009 if 1,558 

75,715 58,168 

59, if 86 30,685 
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TABLE 17-A 

STATE AID PER ADA (.UNVffilGHTED MEANS) 
FOR RURAL DISTRICTS BY GEOGRAPHIC LOCATION 



North Ratio Central ■ Ratio South Ratio 

1973 I97if 7V73 1973 197^^ 7V73 1973 197^^ 7V73 

Elementary $266 $311 I.I69 $25*+ $297 1.1d9 $^l24 $500 l.r/9 

•High School • . 152 198 1.303 156 23B- i.525_^^^3't9 'i?2 l.:':8 

Unit 376 ^28 1.138 28if . 317 l/n6 523 l-> >9 



TABLE 17-B • 

STATE AID PER ADA (VffilGHTBD MK1NS) 
FOR RURAL DISTRICTS BY GEOGRAPHIC LOCA' 




North 



Ratio 



Central 



Ratio 



Elementary 
High School 
Unit 



1973 i97'f 7V73 1973 197^ 7V73 1973 197^^ 7^?^' 

$31^^ $376 1.197 $385 $^^50 1.169 $'f50 $532 1.182^ 

179- 23if 1.307 iSh 238 l.'f51 338 if 28 1.266 

391 h3h 1.161 320 359 1.122 , if6l 527 l.l't3 
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of the nation's corn belt. Note particularly the property valuation per pupil 
figures of the ct,ntral pai?t of the state in Table 19 • Although data is not 
present in the study on this point, the rural central part of Illinois also 
has' a lov; concentratibn of Title I eligibles* Therefore, v;ith low tax effort, 
,high property valuation, and low concentrations of Title I eligibles, it is 
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TABLE l8 

ft 

TAX RATE OF RURAL DISTRICTS BY GEOGRAPHIC LOCATION 

(1975-7't) 





Unit 


Elementary 


High School 


North 


?i.5715 




1.3796 


Central 




1.32'tO 


1.3269" ■ 


South 


2.2261 


1.3357 


1.3269 



^ABLE 19 

ASSESSED VALUATION PER ADA 
OF RURAL DISTR-^' BY GEOGRAPHIC LOCATION 
' (i973-7'+) 



Unit 



Elementary 



Higli" School 



North 

Central 

South 



\$25,l89 (1) 
,2J>,kke (2) 

53,515 (1) 
50,65'+ (2) 

]l8,'+07 (1) 
17,552 (2) 



$'+5! '+75 (1-) 
36,383 (2) 

50,057 (1) 
30,191 (2) 

23,371 (1) 
19,180 (2) 



$8'+, 026 (1) 
7A',215 (2) 

8'+, 993 (1) 
78,955 (2) 

6'+, 730 (1)= 
52v022 (2) 



(1) Unweighted Mean 

(2) , V/eighted Mean 



"famaai wonder, indeed, that rural central Illinois) educators are not quite as 
enthusiastic aboui the reforms of 197? as are thi^ir metropolitan colleagues 
throughout the state. 
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The situation of the central Illinois rural districts is not at all 

good in spite of their high property valuations, A continuing inflationary 
push i.i the economy plus a continuing loss of pupils through population decline 
will drive the property valuations per pupil figures to even greater heights 
and the tax etfoic of this part of the state will fall even further unless 
school boards can convince their voters to approve tax rate increases through 
referenda. The outlook for that is not good. In the first place they have 

never been able to do this in the past in part due to strong agricultural rep- 
resentatioiTL on the local school boards; second, their high property valuations 

prevent them from making much use of the new equal expenditure for equal effort 
provisions of the 1973 reforms and third, the general tightening conditions 
of the U,S, economy are working against all forms of local tax rate increase. 
There is^ in fact, a giant scissors at work in Illinois as in many states, 
one blade of which is the inflation and the other blade is the loss of piipils, 
A particular combination of historical and geographic conditions makes this 
scissors cut deeply into funds available in the central portion of the state. 

There is perhaps a limited ray of hope for rural educators and legisla- 
tors in Table '20, As was previously observed, the introduction of an income 
factor would be helpful to rural Illinois ^nd Table 20 indicates that this would 
work to the advantage of rural educators and legislators in the southern and 
central part of the state more than in the" north. It is a ''limited" hope, 
however, since even if rural interests in the central and southern parts of 
the state could get their less enthusiastic brethren in the north to go 
along with them, they would still face considerable apathy, if not outright 
opposition from the suburbs and the central cities, ^ / 

TABLE 20 

. INCOMS PER ADA OF RURAL DISTRICTS 

BY GEOGRAPHIC LOCATION (1973-74) 



/ 



Unit Elementary . High School 



North ,12„472 (1) $21,009 (1) • $40,683 (1) 

/ 13.350 (2) 22,478 (2) 41,920 (2) 

Central 12,453 (1) 17,832 (1) ■35,617 (1) 

/ 12;649 (2) 19,468 (2) . 37,385 (2) 

Sduth . 12,799 (1) 17,748 (1) 33,418 (1) 

12,540 (2) 18,090 (2) * 36,608 (2) 



(1) ' Unweighted Mean 

(2) Weighted Mean 
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Limitati ons of^ the^ Stu^X S.u:ggesdions^ for. Further Research 
In addition to ths weakness of the income data which has been previously 
described, the second major limitation must be that the evaluation rests upon 
only the firs,t year's data from an allocation change that is planned to be phased 
in over a period of four years. The full impact of the 1973 reforms can only be 
known if the General Assembly elects to keep at least the major outline of the 
reform in place over the full four year period. This would of course not rule 
out .changes in t^ ceilings, guaranteed valuations, changes in the authority 
of certain types of, districts to pass tax rate increases without referenda, 

at least to higher levels than now possible, etc. In fact, changes of this 

\ ■ - 19 

sort have already been^«uggested by various individuals and groups. 

In our judgement the\eal "unknown" in the Illinois situation is the 
degree to which districts x^iH pass tax referenda under the terms of this new 
allocation,, system. In other words to what extent will the "reward for effort-"" 
"actually result in additional locaP^ffort, and more. importantly , where will 
this incremental effort take place: in^the poo. districts, in the richer 
districts, in urban areas, suburban areas,, rural areas, etc:? As Grubb and 
others have rtVted we know very little about the determinants of local district 
tax.'effort..^° We would speculate that important tax rate changes might start 
occurring in the third and fourth years of the phase-in period. It takes con- 
siderable time to lay the groundwork for referenda attempts particularly under 
new "rules of the game." It is therefore important that the new allocation 
system be carefully monitored, not only during the first year or two of its 
existence but during the full four year phase-in period. Separate research 
efforts should also be undertaken on the determinants of tax rate Increases and 
the determinants of successful referenda. -^-^ 
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While it is our sincere hope that studies of individual states such as 
this will prove helpful to decision-mailers in those states, the U. Office 
of Education would also be well advised to invest t^ome funds in projects that 
would compare the allocation patterns in one state with those in another*. 
For example, a careful comparative study of Illinois versus Michigan, or per- 
haps Illinois, Michigan," Kansas, and Colorado might, well throw some light upon 
the "reward for effort" phenomena that could never , be attained by going at the 
task on a state by state basis. These are, of course, rather expensive re- 
search undertakings since ao two states are exactly, alike in their " 12 alloca- 

I 

tion systems and therefore extensive consultation^and travel is n< .:^ary to 
assure that one is not comparing apples and oranges. However, if • Congrv^s 
of the United States is really serious about some of the statement concerning 
equal educational opportunity it has made in Public Law 93-380, as \\'e have in- 
dicated in Chapter JI, then there must be much Jpre v/ork of this "comparative" 
nature in school finance. 
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School finance systems are also relativep.y open systems and they respond 
rather quickly to* changes in the general U. S. ^'economy and to changes in demo- 
graphic and population composition. We would ppeculate for example that the 
response of school districts in Illinois, Hicl^igan, Colorado, and other states 
with "district power equalization" or "rewardifor effort" provisions might/ be 
quite slow indeed if the general recession of^ the last two years continu^'s its 
dov/hward plunge. Without doubt, the j^ssage |Of school district referenc^, so 
important in these "equal expenditure for equal effort" systems is stroi/gly 
affected by the general economic climate, ik the school finance changes of 
the bummer of 1973 had taken pls.ce in the summer of 1963 1 under the qujfte dif- 
ferent ccnditioHo of a high pupil growth and a generally favorable economic 
climate then we might have gotten quite different allocation patterns ^ than we 
are apt to get in the mid-1970' s. V/e ma/ never be able to do much more than 
speculate about these* larger fiscal policy .matters, since the amount of funds 
invented in empiricax school finance research is much too limited to support 
the long range efforts that are needed to answer questions of this ^ type. 

'I ' ' 

Much more work is needed, on measurable criteria for school finance re- 
form. V/e have had some reasonably goo^I results with the Gini Index as a speed - 
fication of "fiscal neutrality" but this irtst^ument is cex^tainly not v/ithout _ 

'70 . ' 
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limitations. If, for example, the application in other states shows that the 
curve does go above the line, that is," if some state systems ax-e truly compen- 
satory, despite our suspicions to the contrary, then there would be difficul- 
ties with this approach. This may also, apply if federal funds are included 
in the analysis, which they were not in the study reported here. More impor- 
tantly, while we can perhaps use this approach to observe whether or not an 
individual state is moving either toward, or away from, the goal of fiscal 
neutrality, we cannot tell for sure vh^ this was the casT. In a situation 
like Illinois where a major change in the state a3.1ocati. a system has just been 
made we coulF^assurae that the short run changes are due that new a •)cation 
•system. However, -readings on the Gini Index v/ould also ■;^e affected b. cs'ource 
shifts due to consolidations or reorganizations or simplj to changes i indus- 
trial and commercial concentrations. The values would &lso be affected by 
changes in tax effort patterns, at least over longer periods of time. Perhaps 
most impox^tantly, we have as yet no way to evaluate state school finance sys- 
tems in a truly multivariate perspective. Our approa.c^a at present is to take 
each criterion, .one at a time,, and measure the state sj-stem against that single 
criterion. In the "real world," decisions .must be madfj sim'ultaneously taking 
into consideration all relevant criteria at one moment in time. We are^ a long: 
way from being able to simulate that situation and there is considerable work 
yet to be done in these vineyards. 

/ 

I 

Summary Evaluative Statement 

The wheels of legislative progress vJill not v/ait for researchers to 
complete all of the above tasks, even assuming the unlikely presence of enough 
personnel and funds to do the job. Therefore we shall attempt to summarize- 
what we have discovered about the reforms of 1975 tq date, bearing firmly in 
mind the .qualifications we have insisted upon above. On the basis of one year's 
data it does, appear to us that the state has generally nroved toward the several 
fiscal policy goals outlined in Chapter II.' Movement vra.G made toward the goal 
of fiscal neutrality, variation in revenues per pupil and tax rates were re- 
duced, reward for effort was increased, and movement wa-s made toward the goal 
of equal expenditure for equal effort. Furthermore, Illinois became one of 
the leading states in the nation to at least begin to meet the expensive edu- 
cational needs of students in .Us urban areas. These '^^-tre , again, short run 
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results of the reform of 1975* Some of these gains may be reversed in the 
remaining three years of the phase-in period. Only time and further research 
can reveal whether this qualification was necessary or not. On the debit side, 
there are admittedJLy serious problems now in the rural areas of the state and 
these will have to be addressed by the General Assembly. The relationship 
between income .and tax effort continues to disturb us and supports the "fears 
of some who speculate that the rich districts will be able to taka greater ad- 
'^antage of the reward for effort provisions than the poor dislr*" ts, "once 
they learn the rules of the game. 'J. If they do this would not r ^ us in the' 
direction of greater equality of educational opportunity. How. there J-S 

not, at least to our knov/ledge, enough eviaence accumulated to .w whether 
' this fear is justified or not. 

To the limits of our resovirces and capacities the school finance research 
group at Illinois State University is committed to continuing the search for 
knowledge and enlightenment in all these school finance matters. V/e welcome 
; the company of all those who share our several concerns. 
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COMPUTATION OF GINI COEFFICIENT • . 

u 

The districts, are sorted,',in ascendiJig oi-der of wealth, per pupil. 
The cumulative proportions of pupils in the districts are represented^ 
by the horizontal axis and the cumulative proportions of total operating 
expenditures accounted for by these districts are represented by the 
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vertical axis* The curve thus plotted would be a 'straight line if the 
operating expenditures per pupil, were the same in all districts. A 
sagging curve represents lesser expenditure in poorer districts. The 
measure of this inequality as defined by Gini Coefficient G is ^ivon 
by the formula f 

Area A 



G = 



• Area (A+B) 



or after further simplication 



G = 



0^5 -^Area B 

0*5 

1 - 2Area B 



(1) 



Area B is ihe area under the curve and if n is the number of districts, and 
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= cumulative proposition of ADA for the ith district 
y.'=j cumulaJiive proportion of $ for the ith district 



n. (x -X. ) (y. +y.) 
Then Area B = I ^ — , ^'^ ^ 

. ' ■ 1 = 1 "2 



or 2 Area B .= _ I ^ ^^.y . _^-x ._^y . _^+x .y. -:<. _^y^) 

^^x.yQ-XQyQ+x^y'^-x^y^ 

. -•'^2yr^iyi-'^2y2-^iy2 

•^^nyn-r^-l^n-l-^^V^h-l^n' , 
= (X2y3^-x^y2)+(x3y2-x2y3)+... . 

+tc y -X y )+x- y 
n n-1 n-1 n n n 

n 

' = I (x.y. -X. ,y.)+l 

i = 2 -^"^ 1-1 1 - 

f 

' n ^ * 

= 1- E (x. -y.-x.y. *) 
- i-l-'i 11-1 
1=2 

substituting the value of area B in eq 1 



n 

G ^ I (x. -y.-x, y. . ) 
.^2^-11 1 1-1 



(3) 
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APPENDIX B 

EFFECTS OF DROPPING DISTRICTS IN THE INCOME ANALYSIS 

I' 

Table 1 indicates the location and number-^pupils dropped. \^Table 2 
indicates fue location and number of school districts dropped.^ It can be ^ 
readily seen that the duals were more' affected by this process" than the unit 
districts. 

TABLE 1 * 

NUMiiER 0? .PUPILS IN EACH TYPE OF SCHOOL DETEICT 



North 



Elementary 
Total 
Drot)out 

^figh School 
Total 
Dropout 
^% 

Unit 
Total 
Di'opout 

% ■ 



105,Oif6 
.2228 



225,723 
23,075 
.1022 



1972-1973 



Center 



37,^^73 
16,790 
.Wl 



l6,101 
if, 018 
.2tf95 



796,759 290, 3*^*^ 
if 9, 675 29 -,-552 
.0623 .10178 



South 



iv3,382 

10,807 

.2if91 



21,0if5 
«3,97if 
.1888 



198,950 
27,592 
.1387 



1973-197^ 



North 



Center 



ou/h 



Soi^i 



'f57,^55 
9^,692 
.2070 



35,579 
15,626 
■.'f392 



226,619 ' 
20,395 * 
..0899 



15^880 

3,783 
.2382 



789,120 286,88'f 
58,272 30,361 
.073^' -1058 



if 0,090 
8,501 
.2120 



20,210 
3,231 
.1598 



.198,350 
30, if 81 
.1537 



S8 
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TABLE 2 
NUMBER OF SCHOOL DISTRICTS 







1972-1973 






1973-7'i 




• • 


North 


Center 


South 


■ North 


Center 


South 




•Elementary 
Total 
DroTDOut 
% 


" 307 
91 
-296^^ 


80 
M 
•5125 ^ 


Ilk 

53 
.kSk9 


301 
88 
.292^^ 


75 

56 
.^^800 


100 
39 
.3--:-o 


High School 
Total 
DroDOut 
% 


82 
20 
.2439 


31 
15 

■ .if 838 


30 
10 
.3333 


79 
17 
.2152 


29" 
13 • 


27 

8 

' .2965 


Unit 
Total 
Dropout 

% 


12'f 
18 
.lh32 


196 ■ 
33 
.1683 


116 
25 
.2155 


126 
20 
.1587 


• 

197 
3k 
.1726 


-119 
• 28 

.2553 
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ADJUSTING FOR DIFFERENCES AMONG SCHOOL 
DISTRICTS IN THE COSTS ^OF EDUCATIONAL INPUTS: 
, A FEASIBILITY' REPORT* 

INTRODUCTION 

.Anyone concerned ivrith equalization of educational opportunity necessc *.ly 

\ 

focuses initially on the very wide differences in the amounts spent by school 

districts on the elementary and secondary education of their pupils. Among 

Michigan districts, for example, current operating expenditures per pupil in 

1972-73 range^d from $1,608 in the affluent Detroit suburb of Oak Park to $497 

in the South Boardman district of northern rural Kalkaska County, while the 

unweighted. mean .for all 530 disti^icts was $865.^ Disregarding the extremes, 

we still find considerable variance. Thus the Mount Pleasant district, which 

ranked at the bottom. of the top depile in terras of current operating expendi- 

tures per pupil, spent $1,049, and the district just o. a decile from the 

bottom, rural Quincy in Branch .County, near the Indiana border, spent $734. 

But how much do these expenditure figures tell us? Despite the 

difference of more than $300 per pupil in current operating expenditures 

between Quincy and Mount Pleasant, we find that composite basic skills 

achievement scores for fourth and seventh graders are only modestly higher in , 

Mount Pleasant than .in Quincy, and the latter e.xperience a substantially 

^Constructive critical comment is generally a scarce commodity. Put, 
fortunately, an earlier draft of this paper was reviewed by the Faculty 
Seminar and the Public Finance Seminar of the Department of Economics, The 
University of Michigan, as well as several other Individuals. Particularly 
useful were the insights and suggestions offered by Alan L. Gustman, Saul H. 
Hyraaas, George E. Johnson, Robert D. Reischauer, Daniel L. Rubinfeld, 
Harold. T. Shapiro,' Frank P. Stafford, Lester D. Taylor, Esther Q/^Tron, 
Gail R. Wilensky, and two anonymous readers. W.H. Locke Anderson's contri- 
butions were exceedingly generous and indispensable. Needless to say, not 
all of the advice was accepted. For all of it, however, we are deeply. grateful. 

iMichigan Department of Education, Ranking of Michigan Public High School 
Districts by Selected Financial Data, 1972-73 , Bulletin 1012 (Lansing, n.d.)» 
pp. 19 and 27. ^ 

^Dei^^d from ibid,. IThe standard derivation was $144. Unless otherwise 
indicated, data for Michigan school districts may be assumed to be drawn from 
Bulletin. 1012 . ' / ' . 
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lower dropout rate. Thus in terms of perfonHance measures such as these 
the two school districts look more alike than tjieir rankings with respect 
to ,expenda?tures would suggest, "^^^e t^o most striking differences are to be 
found in the average teachers' sar.ary of $13,007 for Mount Pleasant and 

4 

$9,806 for Qulncy, and the pupil-teacher ratios of 22 and 26, respectively. 
In combination they account for more than two-thirds of the difference 
between the two diatricts in per pupil current operating expenditures • 

Enough has been said, perhaps, to illustrate the fact that observed 
differences among school districts in levels of expenditure per pupil may 
or may not be associated with similar differences in^such measures of out- 
put as achievement test scores or dropout rates. But clearly they do arise 
as a consequence of differences In prices paid for major input is such as 
teachers (salaries) and/or differences in the quantities of inputs used 
(pupil-teacher ratio). If prices for inputs of various qualities were the 
same everywhere and if educational "needs", however defined, were everywhere 
equal, then the obvious route to equalization of educational inputs per 
child would be through the assurance of equal availability of dollars per 

child. ^ Under these circumstances, with prices and dollars of revenue equal 

si 

everywhere, quantities of inputs would also be equal. /But to the extent 



^Michigan DepartiLsnt of Education, Local District v^esults^ The Fourth 
Report of the 1971-72 Michigan Educational Assessment Program (Lansing: 
Michigan Department of Education, 1972), pp. 25 and 93. 

^Average teachers' salaries are from Bulletin .1012 and pupil-teacher 
ratios (reported as "State Aid members per teadhing position") are from^ 
Michigan Department of Education, 1972-73 Summary of Ex penditure Data for 
Michigan Public School, Bullet iti 10jl3 (n.p., n.d.). ' 

^"Equdl availability of dollars" and equal inputs are not the same 
thing, even with prices and "needs" constant, for^vailable dollars may 
not be spent or may be spent differently by different districts. Emphasis 
here is on equal opportunity to acquire equal inputs. ^ ^ 

Under the simplifying assumptions that input mixes, managerial 
efficiency, and curricular programs do hot vary among districts, and that 
there are no economies of scale. 



" that prices do vary^ neither an equal dollar distribution of funds among 
school districts nor an equal-yield per unit of tax effort can achieve 
equality in terms of educational Inputs or the capacity to acquire them. 
If such approaches are to attain those objectives some means must be found 
for allcwing appropriately for price 'differences anong districts. 

The suggestion that cost differences be taken into account in formulas 

vised to distribute state aid to schools or in full state finance systems has 

been offered frequently and sometimes implemented. In New York State, for 

of state aid high school pupils are weighted 25 per 

elementary pupils, and further adjustments are 

provided 'for "density"^, in the case of urban districts, and "sparsity", at 

I ' / - 

the other end of the spectrumj, for rural schools. Adjustments such as 

! ^ / 

these are aimed rather vaguely at educational costs as a whole, rather than 

at prices of inputs as variable cost elements./ 

A recent Urban Institute study suggests "that a funding approach be 

based on a costrof-education index rather than on equal dollars per pupil. 

/ 

The authors are not very explicit aboiit the details of the .suggestion, but 



example, for purposes 
cent more heavily than 



it is clear that they would make allowances for differences in "cost-of- 

/ ' / 

living," otherwise providing for uniform salary scales throughout the state 

/ 

and uniform pupil-teacher ratios. Because of the belief that teacher 
education and experience are "not a benefit but a fixed cost," state pajmients 

would "reflect the actual teacher education-experience characteristics of a 

8 ^ ^ 

school district." As a practical matter this approach would seem to depart 

Betsy Levin, Thomas Muller and Corazon Sandoval, The High Cost of 
Education in Cities (Washington,' D*C.: The Urban Institute, 1973), p. 71. 

^Ibid ., p. 72. . ^ 
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only modestly from an equal dollar scheW, with the principal difference 
entering in the form of the "cost-of-living" adjustment, 

Ev€?n if it weri possible to define the cost-of-living, as a price- 
market-basket amalgam somehow allowed !to vary among areas of the state, 

measuring it for areas as small and as diverse as typical school districts 

" * ql . . 

Implies a prohibitively costly task, Perhaps even more important, however, 

I ^ ^ 

is the implicit assumption that were jit not for regional differences in 

consumer prices teachers wo\ild be indifferent as to location in the absence 

' / 

of salary differences. This assumption simply will ^ot stand before the 

1 * * 

fact of differences in salaries paid within states to teachers of like 

1 • * ' 

education and experience, that amount' to as much as a third or more. fct 
best "cost-of-living" can be seen as. only one of several arguments' we should 
expect to find entering the supply; function lor'teachers as seen by individual 

11 \ ' ' ^ > ' 

school districts. - , - . 

' ■ X ■ ( ■ 

Simililt recognition of the jiesirability of adjusting dollars distrl uted 

to school districtn for differences in prices or costs is* found in the Final 

I ' " 12- 
Report of the President's Connnission on School Finance. The Commission 



recommended full state financing coupled with equal per pupil dollar 

_ I ■ 

distributions, modified by application of proposed indexes of "cost-oj- 
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^For a critique of the prbvision-^for adjusting state aid in Florida 
for difjEerences among school districts, (counties) in "the cost-of-living", 
see James N. Fox, "Cost of Living Adjustments in School Finance Reform: 
Righteous Intent Wrong Techniqjlie " (U.S. Office of Education, processed j97A). 

^°In -Michigan, for example, in a probability sample of 177 districts,, 
the range in minimum salaries Ipaid to teachers with M.A. degrees in 1972-73 
was $7,70Q to $10,350, and the range for the maximum for teachers with a M.A. 
degree was $11,000 to $17,399. The higher f igures ,are greater than the lower 
ones by 34 and 58 per cent, respectively* 

^^Since no data are available for consumer prices, let alone cost*-of- 
living, it will not be possible to attempt to measure the importance 
this factor. 

•^^ Schools, People and Money: The Need for Educational Reform 
IjHdshington, D. C*: U.S. GoveriVment Printing Office, 1972). 
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education" and "educational need". Specifically it called for "Definition 

of cost differentials of various aspects of education among districts within 

a State and the development of a costrof-education index to clarify these 

differences among districts ,"* noting that "Cost of "^education personnel, 

facilities, services, and equipment vary from area' to area as they do for 

14 ■ ' 

all other public and private activities," The ^Commission offers no further 

guidance for the construction of the index. It implies, however, that 

construction should be relatively simple, for it finds it "surprising" that 

such an ind^ex does not already exist, and holds that building an educational 

\ * I 

need index "is a considerably more complex process ."-^^ 

<* 

In his .plan for full state financing of elementary and secondary educa- 
tion in Michigan i Governor William G. Millikein called for varying per pupil 

V 

dollar amounts in accord with o bserved regional differences in teacher 
salaries, taking into account education and experience. Under this 

proposal basic salary levels in 1971-72 would have ranged from $12,917 in 

* ' 16 
Oakland County in the Detroit SMSA to a low of $8,832 in rural Lake County. 

Implicit in cnis approach is the assumption that teachers' salaries in the 

S^tate in ,1971-72 were in equilibrium, reflecting appropriately market forces 

of demand and supply for teachers, and that the existing relationships should 

be maintained, except for changes over time in educatio^n,, experience, "cost- 

of-living", and salaries paid in^other public and private employment in the 

regi-.-. 



l ^Ibid ,, pp, 35-7. 
^l^ Ibid ., p, 35. 

i 

ISibid, 

l^ School Finance Reform in Mi chigan (Lansing, 197 2X, pp. 58-63. 

17»'Region'^is defined as Intermediate School District, which is a county 
or., in the case of the less populous areas of the State, a group of two or 
isore contiguous counties. 



Governor Mllliken's proposal seems especially attractive to the ^ 
teachers in low-paying districts of each i:egion or county. It ignores 
entirely differences in such factors as ^the socio-economic status of the 
children in school','' amenities offered by the district or region, and so 
fprth. The. fact is that in. 1972^3 average teacher salaries in Oakland. | 
County ranged from $16,068 in Oak Park to $9,801 in Brandon, anfl of 28 K-12 
districts in the county 3 paid an average of less than $11,000, while 4 
paid more than $14,000. Undoubtedly education and experience accounted for ' 

some part of the indicated variance, but so did other factors that may be 

deserving of at least as much claim to recognition. 

One might cite a number of other illustrations of calls for tha 

development of a workable means of achieving equality in educational inputs 

or'resources through provision for adjustment in state disbursements to ... 

achooi districts designed to take into acco^nt, differences in input prices 
: ' ' ' ■ ^ m ' ■ 

or costs. In contrast, however, as the President's Commission noted, it is 

n9t possible to cite either examples of appropriate price or cost indexes 

or of reasoned blueprints for their construction, it is, therefore, to the 

problems relating to' the development of guidelines for making the desired ^ 

adjustments and a limited "pilot" effort to develop illus.trative- actual . 

adjustment Indexes that we npw turn. ^ 

quality; quantitYj^ costs and prices 

' ' \ 18 ' ' 

Differences in current operating expenditur^^s pefv^pupil • are a / ^ 

function of many factors. ^ They include d tf fe'rences^ty^nagerial efficiency,, 

^Sef ined in Michigan to include the costs of instruction and administra- 
tion-, attendance, health; and transportation services, operation and maintenance 
of plant, and "fixed- charges". The latter category includes principally such 
things as employee £ringe benefits. Excluded are capital outlay, debt services, 
ana community and. student servicies.^ Bulletin 1012, p. 3. 
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* • " . / 

.in quality of inputs acquired, in school programs or curricula, in quantity 

of inputs, and in prices paid, including teachers' salaries. Our objective 

in attempting to develop an adjustment index is not to ensure that the use 

of that index will permit revenues realized by each school district to 
♦ 

finance whatever level of expenditures it or other districts may choose. 
IX is, rather, to develop a means of compensating for differences among 
trie ts 'in the prices paid "for or the costs of acquiring inputs, of like 
quality. Thus, if our objectives were fully attained all districts in a ^ 
state could be provided with precisely the funds needed to finance a uniform 
scfiool -program .of a given quality if each district performed at the same 
level of^managerial efficiency as every oy-^v district. That is to say, 
essentially, that each district in the state would be enabled to acquire the 
same quantity of constant quality^ inputs per pupil/ This is npt to suggest 
that each di*strict should employ the same quantity of inputs per pupil. 
Obviously, perceived, needs, however defined, will vary among districts and 
these should give rise to differences in the quantity,, ^quality, and i^jix of 
school inputs employed. .The problem of how to adju^ revenues for differences 
in needs, except insofar as needs are reflected in' factors governing the price; 



paid for^ educational inputs, is outside the scope of this paper. 

Of the various school inputs teachers comprise, by any criterion, the 



most Important eAtegory. In Michigan teachers* salaries account for approxlr 
oateiy 55 per cent of current operating expenditures. And if we can^btain 
measures of other relevant influences on the level of teachers salaries, 

, * ■ ^ - • i ■ ■ ^ ' . ' . 

we ,should be able to develop an adjustment, index for this crucially important 
input price. \^ * 



9. 
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If adequate data were available quite the same might be said for the 
salaries of other personnel, professional^and^non-pfpf essional.. But for 
purposes of this initial, preliminary study, it was not possible to compile 
the needed data. With respect to non-personnel prices, Michigan law pro- 
hibits the charging of prices that vary among school d^istricts and, for the 
most part, differences in expenditures per pupil for boolcs, supplies, and so 
forth, may.be expected to reflect differences in quantities purchased or 
quality or level of program rather than variance In prices. Thus differences 
in non- instructional expenditures reflect factors such as tastes or pref<*r*- 
ences, climatic or geographic circumstances, behavior of the pupils as seen 
in levels of vandalism, and so forth. Clearly full analysis of this wide 
array of spurces of variance in expenditures for things other than teachers' 
salaries is a large task that could not be encompassed within the framework 



of this study. Nevertheless, it seemed unsatisfactory simply to ignore 
entirely some 45 pet cent of current operating expenditures. We shall, . ^ 
therefore, examine that part of expenditures that makes up the difference. 

19 

between current operating expenditures and "total instruction expenditure, " 
or non- instructional current operating expenditures. In Michigan in 1972-'73 
they accounted for. an average of 27 per cent of current operating expendi- 
tures. Adding teachers! salaries to this category accounts fo^ all but 13 
per cent of current operating expenditures, a residual that may be described 

as "instructional expenditure other than teachers* salaries." 

\ - ' ' 

I - * ' 

This category includes substantially more than teachers salaries. 
It is defined as "The cost of activities dealing with or aiding in the 
.teaching of student? or improving the quality of teaching^" Bulletin 1012 , ^ 
p. 3. 



TEACHERS' SALARIES 

f . . 

A Review of'.Related Studies ^ ' ' - 

The unionization of public school teachers, contract negotiation, and 

frequent strikes have stimulated substantial interest during the past four 

' ^ ' ^ ^ ' ' 

or five years in quantitative analysis of teachers* salaries; Th. innnediate 

objective of virtually all of the resulting literature has been to measure 
the influence of union organization on salary levels. For our purposes, 
however, it remains of interest for the insights it may provide on determi- 
nants, .Iru general, of teachers' salaries. Thus,* we shall review, bi^efXy, ^ 
some of the highlights of ^this" literature. * 

There are eight papers thit seem relevant in this context, all of 
which employ the standard^ techniques of ordinary or tvzorstage least squares ^ 
regression analysis. Tfie Kasper study is the least .interesting for our 
purposes. It analyzes \rarianc6 among the 50 states and the District of 
Columbia, in average teachers' salaries and thus tells us nothing about intfer- 

district Influences on salaries. It finds that average teachers' . salatles 

- * '~ ^ ^ - - - , - 

^^LlBted In order of their appearance they are: Hirschel Kasper, "The 
Effects^ of Collective Bargaining on Public School Teachers' Salaries," In da s- 
trial and Labor Relations Review , Vol. 24, No. I, Opt.,^ 1970; Robert J.. ' \ 
Thomton,^ "The: Effects; of Collective Negotiations on Teachers' Salaries," ^ 
Quarterly Review; of Economic-s and Business , Vol. 11, No. 4, Winter, 1971; \ 
John H/ Landon and Robert N. Baird, "Monopsony In the Market for Public ScKool 
Teacher g," .toer lean Economic Review, Vol. LXI, No. 5, Dec, 1971; Robert N.>, 
Baird and John H. Landon, "The Effects of Oollectlv.e Bargaining on Public \ 
School Teachers' Salaries: Comment," Industrial and Labor Relations Review^ 
Vol. 25, No. 3, April 1972; W. Clayton Hall and Norinan E. Carroll, "The Effects 
of Teachers' Organizations on Salaries and Class Siae," industrial and Labor . 
Relations Review , Vol. 26, No. 2, Jan.' 1973; David B. Lipsky and John E. , 
Drotning, "The Influence of Collective Bargaining on Teachers' Salaries In New 
York State." Industrial and Labor Relations Review , Vol. 27, No. 1," Oct. 1973; 
Donald E. Frey? "Wage Determination in Public Schools and the Effects of , 
Unionization," Paper presented at the Conference on Labor in Non-Prof it 
Industry and Government*^ May 7-8, 1973, Industrial Relations Section, Princeton 
University, Princeton, New Jersey; and M. 0. Clement and Alan L. Gustman, 
"Educational Equality and Teachers' Salary Dif fei^entials, " March, 1974, mimec. 

9) 
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tend to be positively associated with the level of personal income in the 
^^^^^ the degree of urbanization of the population, and total current 
educational expenditures per pupil, and negatively related to the -proportion 
of school revenues derived from local' sources." 

All of the other studies employ individual ischool districts as their 
units of observation. Balrd and Landon, Thornton, and Clement and Guetman 
deal with school districts located in or comprising large cities scattered 
across the United States. On the other hand. Hall and Carroll (Cook County, 
Illinois), Lipsey and. Drotning (New York State), and Frey (New Jersey) 
focus on districts within one state. Hence they avoid 'inter-state 4iffer- 
ences In legal. Institutional, traditional and other influences peculiar to 
individual states, and also include a wide variety of sizes and, kinds of 
communities, rather '^han central cities of SMSA's only. 

In both of their articles Baird and Landon present results of 

' « • 21- 

regression analysis suggesting that teachers' salaries respond positively-. 

to the level of per capita income in the community, the log of the number . 

of school districts in the SMSA or the^county, and, in some equations, the 

proportion of district revenues from local sources. , 

- ♦ 
f hnrnton, iislng.,data^otL^sc'hooL^districts-in-83 -^large-clties, -finds- 



22 

that about half of the variance in teachers' salaries is "explained" by 
a measure of .union negotiating strength, the average wage rate in the city 
.or surrounding county^ an^ the population size of the city containing the 
~~ school district. . The relationship is posi^tive in each case. 
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Beginning B. A. salary.. 

* * *" 

Four dependent variables are analyzed: beginning and maximum B.A. 
and M.A. salaries. 
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In a rather more ielabpralte analysis of essentially the same sample of ^ 
school districts as was used by Thornton, Clement and -Custman estimate the 
influence of some two dozen independent variables on average teachers' 
salaries* Their findings indicate a positive statistically significant 
relationship for a measure of opportunity cost of teaching to male and female 
teachers, proportion of teachers with an advanced degree, proportion of the 
district's popula?:ion that is nonwhite, population size of the city 
containing the district, per capita value of taxable real property; propor- 
tdori of school revenue from state sources, and whether or not the district 
Is fiscally dependent. A negative relationship, on the other hand, was 
found for enrollment size, proportion of teachers who are female, location 
of the district in the northeast or southern regions of the country; ^fid 
the^^prdportion of the SMSA population that lives in^ the central city. 
^ • Somewhat surprisingly, perhaps, such variables as educational level of^ the 
adult population, median family income, and the proportion of public school 
students attending high school did not meet any reasonable test of statistical 
significance. In fact, quite contrary to expectations, the sign for both 
the Income dnd education coefficients was negative. 

Hall and Carroll direct their analysis to a sample of 118 elementary ^ 
school districts in Cook County, rilihois. Their dependent variable is * 
average teachers' salaries in the district. Median family income, percentage 
of the labo^force^ engaged in white collar occupations, level of attendance 
In the district, proportion of ''teachers who are male, whether or not there 
Is a collective bargaining agreement, and pupil-teacher ratio are all found 
to be positively associated with average teachers' salaries^ while the 
association with the ratio of state aid to total expenclitures is negative.^ 
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The study by Lipsky and Drotning is more closely akin to our own than 

'J -9 

any of the others reviewed thus far. The units of observation comprise 696 

school districts in New York, all except the New York City district. Their 

ft 

analysis involves the^ salaries paid to teachers at three levels of education 
Clim experience: beginning B,A. ; B,A, plus 30 hours of credit and 7 years 
of experience; and B.A, plus 60 hours of credit and 11 years of experience. 
In addition, the district's mean salary is .^treated as a fourth dependent 

variable* Statistically significant in one or more of the estimating equa-"^ 

' * * • •* * * * 

tions are pupil-teach'er ratip, enrollment, percentage of teachers with 

advanced degrees, proportion. of teachers with less than four years of service, 
taxable^value of property* per pupil:, debt service per pupil, the ratio of 
/instructional^ costs to taxable value, and whether orlnot ,the district is 
located in one or the three d6xmstate colintiesi NassaiJ,. Suffolk, or V7est^:hester 
Negative signs appear in the estimating equations only for the pupil-teacher 
ratio variable and even its^egression coef ficient is stron^ty positive in^ ^ 



> s • 



the case of the mean salary form of -the dependent 'Variable.,^* * - . 

Fin^ll^, in our brijef review, we have Frey^s ^udy of 298'^school 
districts in New Jersey, Prey regresses the starting saJflify for beginning 
B.A. teachers on enrollment, median family income,, taxable valjje o^ property 
per pupil, a measure of opportunity cost (wages paid,to industrial nurses 
in private employment) , and whether or not thjerfe is a collective bargaining 
Agreement, All of these variables turn out to be. positively related to 

beginning teachers' .salaries, and they s^ucceed, jointly, in "explaining** 

— ^ * ' 

about 60 per cent of their variance, roughly the same proportion as in the 
case of the one clearly comparable study-, that .by Lipsky and Drotning, 
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' Taken together, these studies; all btk one of which .was concerned 
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primarily vith measuring the impact of unionization on teachers' salaries, 

• - • ■ \ ■ 

tend to support one's a pr-iofi views on the influence of such variables as 
size of the scliool district, median family or per capita income, size of 
the tax base, and education-experience of the^^teachers.^^hese and other 
variables account for between one-half -and three-quarters of yariance in 
salary levels, the latter seen in terms either of means j or at sp^^ified 
points on salary scales. They seem sufficiently promising to justify the 
view that, it may be possible to employ a similar approach in the effort\to 
devise a practical means of developing adjustment indexes designed to 
facilitate equalization of educational inputs among school distriCrts. 



General Methodology 

Our objective is to measure the influence on tea'chers' salaries of 
factors that may be said to be operating through the demand for teachers on 
the' one hand, and those affecting the' supply function on the other, li we 
can successfully identify these factors, correctly specify the form of the 
relationships involved, and obtain estimates for^the response of salar4.es 
to differences among districts in the values of the relevant factors, then 
we shall be able to, compute the desired adjustment index. That index is ♦'o 
be designed in such fashion that, when applied to the initial amount of 
dollars available, the product of index and that initial amount will be a 
sum sufficient to permit all districts to a'cquire the same quantity of 
inputs ~ in this specific instance,: teachers* 

Our approach: isjone which, » in effect, neutralizes differences in 
demand among districts and compensates for differences in supply conditions 
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facing these districts. In simplest terms, let us suppose that we" may 
stipulate the demand function for teacherc as^ one in which salaries paid, 
Sj, are some function, d, of number of teachers employed, Q, median family 
income, in the community, Y, and tax base per pupil j B. This may be written 
as: " . 



« d(Q, Y, B) (1) 



Similarly, the supply of teachers, or the salaries that must be offered 
, in ordet to employ various^ quantities of teachers of given levels of educa- 
tion and experience,* may be a function of such things as location of the 
district in rural, suburban, or central city community, L, and character- 
istics of the pupils, perhaps as indicated by their basic achievement test 
scoresf, R» Thus we may write the supply fiulction asr 

S„ - 8(Q, V'R) . ' (2) 

Assuming that the market for teachers is in equilibrium (S^ « « S), 
ve obtain the following reduced form equation for S: 

' S » f(Y, B, L, R) ' (3) , 

The parameters of equation (3) may -readily-^ be estimated using standard 
regression techniques. Our actual regression model assumes linearity and 
. may be expressed as: 

S « a + bj-Y + b^B + b^L + b^R + u , (4) 

where' a is the intercept or constant term, the b^'s are regression 
coefficients, and u is an error term. 

100 
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Let us slippose that the only relevant respects in which school districts 
differ is in* terms of median family income (Y}, tax base per pupil (B) , loca- 
tion (L), and pupil achievement test scores (R), and that these four variables 
fully account for all variance in teachers' salaries,,. Now^. clearly, we 
should not wish to reward rich districts With large tax bases, whose high 
demand for teachers gives rise to high salaries, in order to facilitate 
their paying those salaries. On the other hand, if a district, irrespective 
of its taxable wealth or income, pays high salaries in order to offset an 
undesirable location, that differential in salaries attributable to the ' 
location factor is* one which we should wish t9 incorporate Into our adjust- 
ment index. Thus, in general, our approach involves, essentialiy, abstrac- 
ting from differences in demand factors and compensating for differences 
ascribable to supply factors. Once thejregression equation, such as (4), 
has been estimated, this may be done by -attributing to each district the 
mean value for all districts of the demand variables, and then arriving at 
a constructive value for teachers' salaries for each district by applying 

the parameters of the estimating equation to, those means and the actual 

/ 23 - 

values of the supply variables. The adjustment index for each di'strlct 

*" . * ' y *^ 

is, then, the ratio of this constructive estimated value for a. given district, 

/ 

to the mean value for all districts of teachers' salaries. In terms of 
our^ estimating equation (4);, the adjustment index for district i is: 

•S^ » a +1 b,Y + b^B + b.L . + b,R. ' 
^ 1 ^ 2 ^3 i 4 i e., -i, • (5) 

S « a bj^Y + b2B + b^L + b^R -S ^ ^ , 

^^The teachers* salary level so estimated for a given district may be 
defined as the level that would have obtained if income (Y) atid tax base (B) 
in the district had been equal to their averages for all districts, given 
the district's location i(L)and^pupil characteristics (R). 
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In'^pursuit of this methodology our prime concern is to avoid -the 
obvious pitfalls involved in simply adjusting^ the availability of funds 
to school districts to reflect existing differentials in prices or wages 
without regard to why those differentials exist. This places a heavy bur- 
den on the validity of the a priori reasoning specifying those factors that 
may influence deiaand, those influencing supply, and those that ^ay enter on 
both sides of the. market. Despite this burden,, however, the effort seems 
worth pursuing, partly because equal dollars simply do not produce equal 
inputs* — prices or costs do vary — and any alternatives of which we are 
aware seem highly unpromising. 

It should be entirely clear, of course, that the kind of adjustment * • 
we are concerned with can help to insure only equality of educational 
inputs and that differences in costg attributable to differences^ in 
identifiable educational "needs" remain unadjusted and unaccounted for, 
except to the extfent that they are reflected in demand or supply factors. 
But, if one is concerned with compensating both for* disparities in input 
prices and in needs, in order to pursue something approaching equality of 
'educational outputs rather than merely inputs, a second index designed to 
measure need differentials must be estimated. Conceivably, of course, the 
task of estimating such an index may not be very dif ferment in terms of 
methodology from the one undertaken here, but it is outside the purview of 
this study. 

0/ * 

Inevitably, perhaps, some normative judgments may well be involved 
in the specification of variables as demand or supply factors. Sensitivity 
of our results to such choices will be tested by the presentation of several 
variants of the adjustment index. 
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The Regression Analysis . 

The Sample 

The school districts making up our sample are the 177 districts in 

Michigan which were included in the combined 1970 Census Fourth Count 

(Population) School District Data and the 1970 Elementary-Secopdary General 

Information Survey Tapes, known as the "Combined SDDT-ELSEGIS III (SDEL3) 
25 

Data Tapes." i 

Salaries i the Dependent Variable 

There are several possible fonas that the variable "teachers' 

salaries" may take in the regression analysis required for construction of 

the adjustment Index. In fact, of course, there is not ^ even in any given 

district at any one time, simply one "price", but many. Teachers* salaries 

vary with education, experience, and sometimes nature of responsibilities^ 

and there is no reason to* expect that thes^ factors will give rise to the 

same differences in salaries in each district. It may be argued that the 

"key" price is the salary paid to the. new, inexperienced teacher with only 

the baccalaureate degree. If most new teachers are hired at this salary it 

provides the closest^reflection of current market forces. And yet it must 

be recognized that the beginning teacher may be as much or more influenced 

by prospective increments and future benefits as by those offered in the 

initial year of employment. Moreover, from the standpoint of the district 

^^Ihe ELSEGIS III sample of 182 districts is a probability sample 
drawn from the'total of 626 Michigan school districts, including the 530 
K-12 that account Tor 99.7 per cent of enrollment and 96 elementary dis- 
tricts. The sampling ratios employed were 1,.00 for districts with enroll- 
ment in 1969-70 of 4,000 or more, .32 for 2,500-3, 999, .13 for 300 to 2,499, 
and .03 for under 300. In order to. achieve comparability we dropped' the 2 
elementary districts and data do not appear on the Michigan SDEL3 tape for 
3 others, leaving a sample of 177 K-12' districts. 
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and its taxpayers, the overall cost of maintaining a staff of teachers conh- 
patible with its educational objectives m^y be far more important than any 
particular points in the salary scale, although they are clearly related. 
Thus the iaost relevant form of the teachers' salaries variable appear to be 
the mean. - Average teachers* salaries in the district (ATS) is, there- 
fore, the dependent variable in our regression analysis • 

Demand Variables ^ 

The demand variables in th>* reduced form equation to be. estimated 

are those which are believed to represent, directly or indirectly, ability 

and willingness to pay for education and the preferences of the community. 

The ability to support education is represented by the' state equalized ' . 

value of taxable real and personal property. per pupil in the district (SEVP) 

and by the proportion of families in the district whose 1969 income as 

reported inrthe 1970 Census ^ae $15,000 or more (pRICH). In preliminary 

analysis mean family (MFY) and the proportion of families with income, of 

less than $4,000 (PFPOV) appeared to c^ontribute less well to the predictive 

power, of Our equations. When all three variables were included in the- 

28 

analysis severe problems of intercorrelation were encountered. 



26 

For the sample of^ 177 Michigan school districts the first-order 
correlation coefficients, between average teachers' salaries in 1972-73 
and starting B. A., maximum B. A.., starting M. A. , and maximum M.A. , are .j65, 
.68, .66, and .74, respectively. 

27 , 

For defini^tions and sources of data for ATS and all other variables 
used see Appendix A. . ^ » , 

28 

The correlation matrix for PRICH, mean family income (MFY), and 

proportion of families with income of less than $4,000 (PFPOV) is as follows: 

•> ^ 

PRICH 1.00 
MFY .95 i.,00 

. PFPOV -.80 -.74 1.00 

107 ■ X " ■ 
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Willingness to support education is indicated in our analysis by that 
part pf the tax levy for school operations that is subject to approval by 
referendum at irregular intervals, known as' "extra-voted*' mlllage, as' 
distinct from •'allocated" millage. The latter is the portion of the levy, 
ranging among counties from about 6 to 11 mills, that is imposed without 
voter approval. For most districts extra-voted millage (MILLV) is at least . 
equal to allocated millage and for many it is two to three times as high# 
Given the system of state aid and the value of taxable property in the 
district it^ is the level ^of extra-voted millage that the community approves 

that largely governs the amount of revenue available, for teachers* salaries 

f \ ^ 

as well as other objects of expenditure, 

' ' ' * 

Other things equal, the larger the proportion of the local tax base 

that consists of residential property (RES) the higher, is the "price" to / 

individuals as taxpayer-voters of a dollar of tax revenue. This f ollows^ 

of course, from the assumption that school district residents do not see 

themselves as "paying" taxes levied on industrial, commercial and other 

non-residential property. As this price rises we should expect support for , 

schools to fall and with it the level of teachers' salaries. 

I 

We also enter as demand variables three measures expected to reflect 
or govern the community's preferences witH respect to education. The first^ 
Qf these variables is the proportion that kindergarten through grade 12 
public school pupils represent of the total population (PPUPOP) . It combines 
a measure of the population age mix with reliance on the public, as opposed 
to private and parochial, schools. Our hypothesis is that the larger the 
proportion of- the population that is enrolled in the public schools the 
stronger will be the support for those schools, including such elements fit 

■ • . 103 ' , 
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support as teachers* salaries. The second of this group of variables the 
i :oportion of the population of "foreign stock'* (PfOR), that is, who.were 
not born in the United States or whose parents were not boxn here, Tradi- 
tionally the immigrant's entry into the "mainstream" of American society, 
his route to social accep.tanc^ and material i \t, hes been and con** 

' ' . /V 

tinues to be through education, primarily public school education* .We 
expect, therefore, that th4 demapd for educational inputs, including * 
teachers, is. in part a positive function of the relativs si^e of the school 
district's population of immigrants and children of immigrants. The third 

• characteristic believed to be related to preferences for educatipn, and 
hence to demand for teachers, is the stability of the district's population. 

It is iaeasured by the proportion of the population aged 5 and older in 1970 

\ 

• who resided in the same house in that year as- in 1965 (MOB) . Our hypothesis 
is that long-^term residents identify closely with the conramnity^nd its 
'school system^f tend to feel that they have a larger stake in its quality, 
and thus are likely to be more supportive of local public education than 
people whp are more mobile. The value of this variable may also reflect 
inversely the rate of- growth of the district and, directly, its age. We 



believe 



that slower growing, older districts capture a closer sense of 



"community" and show a gre.ater interest in collective enterprises, including 
the public schools. We expect, t^erefor6, that districts with stable popu- 
lations (high MOB)^ will, other things equal, exhibit high average teacllers' 
"salaries. 

In summary, the demand equation suggested is the following, allowing 
S to represent ATS: 



« d(0, SEVP, PRICH, MILLV, RES, PFpR, MOB, PPUPOP) . (6)^ 
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Supply Variables ^ 

We classify as su /ply variables those factqrs related to,, or 
characteristic of, a school'district that we should expect to influence 
the salary level at which, other things being equal, teachers are available 
for employment. For the most part these varlaMes are assumed to influence 
teaichers* perception of the school district ds one that is more or less"^ 
attractive as a place to teach than available alternatives. In addition, iie 
anticipate that with increasing education and experience, teachers demand 
higher siilaries and that average salaries reflect this. 

The hypothesis that aa »the size of the school district increases 
salaries must rise to compensate teachers for the increasing subjective 
costs o^^orking in^an environment bounded by rising levels of bureaucratic 

red tape and frustration imposed by additional layers of supervision and 

^ 29 ' ■ ' ' 
regulation finds considerable support in the literature.^ |Nevertheless, 

*^ % 

having deleted "Q" or quantity in order to arrive at , the reduced, form equa- 
tion, it is clearly wrong to re-insert it for purposes cjf estimating that % 
equation. And there does riot appear to be any, way, to include a measure 
of district size in the estimating equation without confronting that obstacle.^ 

Like everyone else, teachers are presumed tcsr^have preferences regard- 
ing the kinds ;0f communities in' which they wis.h to live*' and wofk.. Thus we 
classified school districts according to the naturae of the predominant 
comfivunity in which they -are located, as central city jDf a SMS4^, subSrb. of^ 
a central ,city, "independent" cityj^ani "rural". A district is classified - 
as being, in^an independent 'city if it is located in or contains a city 'that 



^^See, for example, L:^psky and Drotning, op. cit. , Hall, and Carroll, 
op . cit . , Thornton,^ op. cit . , and Frey, op. . cit . ^ 

^ The appi^xi^te solution to the^problem lie^,. in estimating j:he 
structural deraand^^nd supply equations, rather than the reduced form equation. 
We hope to pursuey4:his* approach 'In further work on -the subject. We are 
indebted to George E. Johnson for q£^|^^,^r attention to these issues. 
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is not'' within the boundaries of a SMSA but has a population of 4,000 or 
31 

more. This classification gives us three "dumniy" or dichotomous variables. 
A district is assigned a value of 1 if located in a central city (CE), 0 
otherwise; 1 if rural (RUR), 0 otherwise;and 1 if suburban (SUB), 0 other- 
wise. The independent city class acts as the "contrjol" group t 

Our hypothesis is that, other things being equal, ^ t^eachers require^ 
extra compensation to accept and keep employment in a central-city school 
'district;^. This hypothesis stems* in part from observation of the exodus of 

/ch. 



0^ 



non-teaching employment opportunities from the central city whi 



wlt^ the iarge -proportion of teachers who are second earners la the family^ 



coupled 



city school 



makes, a position In the central city less attractive. Central 

' ' • . ; ■ ' . ^ 

buildings tend to^ be older and of fer less attractive teaching environments, 
anticipated slower growth may of If er fewer opportunities for "advancement'^ T 



to supervisory and administrative job's, and so forth. 

♦ * 
:By the same to^cen the* suburbs would appear to be relatively ^attractive, 

but in generaL.not, perhaps, as appealing as modest sized independent cities. 

The more attractive suburbs may be viewed as relatively costly places to 

live." Jin addition, both suburbs in SMSA' s and central cities are likely to 

have stronger, more firmly entrenched^unions than places outside the metrp- 

r , 32 * 

politan areas, thus again suggesting higher salaries. The reasoning 

■ ' ' '3-^ ~- I - '- ' - ' ' - — : 

By Census definition a central city must have a population of 
50,000 or more i The classificati^on '"independent city" is limited to cities 
that do not qualify as suburbs and whose' populations range between 4,000 
and 49,999. ' , ^ 

.have not taken unionization of .teachers into account in this study 
because all Michigan K-12 districts ar.e now organized and their teachers are 
working under ^ne^otiated contracts* Moreover, outside of Wayne County, where 
the Amei^ican Federation of Teachers is strong, virtually all districts are 
organised by, the Michigan Education Association* Given more time and resource 
it might have been possible to derive^ a variable or variables reflecting such 
things as union militancy, aggr:essiveness, and other attributes which, one 
easily supposes, could.be important as arguments in the supply functipn for 
teachers t < \ 

- ' ^ . Ill 
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leading to the expectation of higher salaries in suburbs and central cities 
* implies, at the same time, lov/er salaries -in ^ural and. smaller city districts. 

Teachers tend to be predominantly middle class, and, having gotten 
through high school and college, presumably average or better academic 
achievers. We assume that they are most comfortable teaching children who 
may be similarly characterized. Thus it is our hypothesis that teachers' 
salaries are negatively related to the socio-economic status of the pupils 
Is the district (SESP) and to their achievement levels as measured by the 
district's fourth grade "Basic Skills Composite Achievement" scores (SKCF) . ^ 
That is, the higher :t he socio-economic status and achievement scores of 
the pupils, the lower will be the salary required to bring forth the desired 
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number of teachers of a given education-rexperience level. 



.Similar reasoning suggests that teachers view nqnrwhite pupils and 

i 

parents with less favor than they do whites. Hence we expect that the 

level of teachers' salaries rises with the proportion of the community's 

34 

population that is non-white (PNW) . 

Furthermore, we expect that the drop out rate for pupils in grades 
9 through 12 (DROP) Is^ian additional indicator of the attractiveness of a 
school district as an employer of teachers. It is our hypothesis that as 



\ ^^Throughout this paper x^e avoid the attempt to define^teacher "quality", 
for we have no means of Bieasuring it. . Education and experience are generally 
built into salary scales and by inference may be assumed to say something 
about "quality". But it is, perhaps, equally plausible to believe that higher 
salaries for teachers with more formal higher education credit hours or degrees 
and more years of teaching experience may merely reflect school boards' and 
administrators' indeed even almost everyone's — views with respect to 
"fairness" in the salary structure. 

"'SnW is actually the proportion of the school district's population 
that is black and Spanish surname. Data by school district on other Census- 
recognized minorities ard not available. ' , 



ERIC 



112 



this rate Increases^ higher salaries may be expected as compensation for 
this."di8amenlty"?^ 

\' ■ 

Next we consider as arguments in* our supply function two teacher 
characteristics that universally tend to be associated with higher salaries. 
They are proportion of teachers in the district who hold master's or other 
advanced degrees (PTECM), and the mean number of years of teaching experience 

(AYTE)* Once Inexperienced teachers with B.A. degrees have been.. hired and 

f - ^ ^ f 

granted tenure, if we assume the salary scale to be given in terms of rewards 
for longevity and further degrees or degree-credits, district officials can- 
not control the movement of these teachers along that salary scale.^^ But 

♦ 

** ** , 

they can control or at least negotiate about the structure of the scale. 

J? 

And it is .this fact that makes us somewhat uneasy about counting PTECM and 
AYTE as supply variables the parameters of which are to be allowed to enter 
into our adjustment index. Having failed to find an acceptable means of 
resolving the issue, we shall present alternative estimates of the adjust- 
ment Index, i& one of which these variables are treated as supply factors, 
while in the other, their mean .values are assigned^ to all districts, thus 
enabling us to "cpntrol for" these measures of teacher quality. 

Thus we count *nine variables in our supply equation. It inay be- 
expressed as follows:- , 



» s(Q, CE, SUB, RUR, SESP, SKCF, PNW, 



/ 

r 

jf DROP, PTECM, AYTE), , (7^ 

35 

In an earlier draft we included the pupil-teacher ratio as a supply 
/variable. It. seems c leaf V however, that this ratio is likely itself to he. 
a function, of the same .factors that enter into the determjination of teacKers* 
/ salaries. Thus, we encounter problems of simultaneity that introduce bias 
into our estimates and require that* this variable be dropped. 

For discussion of this point, see Levin et al> o£. cit. , pp. 22 arid 
22. \ . 
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Intuitive logic, coupled with our review of the literature, suggests 
Other variables that might have been added to'^'our demand or supply functions. 
One of these, clearly, is a measure of district monopsony power. Following 
the suggestion of Landoh and Baird, we considered the use of this variable 
in the f ora of the logarithm of .the number of school districts in the county. 
We decided after some preliminary analysis, however, ^.hat as the value of 
this variable increases so does the likelihood that we are dealing with sub-' 
urban districts. It is only in SMSA counties in Michigan that the' 'number 
of districts tends to exceed five or six, while it reaches a peak^ of 36- in 
Vayne County (Detroit). Thus it is difficult to interpret any relationship 
that may be estimated. Other variables, such as pfoportip.n of teachers who 
are female and a measure; of the opportunity 'cost of, teaching, in the form 
of salaries, or wages paid in^'dompefipg occupations, are not immediately 
available. Among those which were ^considered and' then dropped after some - 
analysis,, either because they presented probiems of multi-collinearity with * 
Other variables or because they proved to be unrelated to .teachers * salaries 

in terms of average or beginning or maximum .salaries for' B.A.*s ahd'M.A. 's, 

' „ ' * 38' ^ - 

are proportion of revenue from local sourcesj^ .-mean family income, propor- 

t ion of the population of school age, proportion of the population aged 25 

and- oyer who have attended college for at least one year,, and the percentage 

of employed persons aged 16 and over who are employed ia managerial, ,pro- 

feesional and technical .occupations. ^ 



Which,, as , expected, is highly correlated with State equalized value 
of taxable property per pypil. Appendix B presents' a correlation matrix 
for the variables considered- in our analysis 



Regression Results 

Putting together equations (6) and (7) .gives us the r.educed form 
equation /to be. estimated direetly'by means, of or dianty least squares for 
average teachers' salaries (ATS) • The form of the regression equation is 
assumed to be linear. Its estimated parameters are'presented in Table 1, 
along with other relevant statistics...- ' . - ^ 

v^e have 13 demand and supply variables that account^ together for 
72 per cent of the variance Snong school districts in average teachers' 
salaries. As expected, AYTE, PTECM, DROP, CE and RUR enter as major 
influences frqm^the. suppiy^ side. The regression coefficients for SKCF, 
:SUB,, and PNW -have "the expected signs, but they are not statistically sig- 
ni^f lean t . SEVP , ' PRieH-, ^PPUPD? ,..PFOR , /MOB , and MILLV. as demand factors 
contribute sig^iif icantly to explaining variance £n average teachers 
salaries. The one va^iabr^^^ the equation for vhich. the regression 

coefMcient''d(3es ;no,t ,]:ake qn 'the expected sign i-S the proportion of the 

.-i • ' . .■ \- - ' " •" ■ '■. ■ 

' tax base that 'is in' the form. pf residential property (RES)'. Our -hypothesis 
3ugges-te'd a .iiBgative influence on salary levels , whereas the estimated 
'coe£.MciepVii. positive, although, not statistically significant. 

The interpretation of the'' fegression/equ^tion is fairly' straightforward 
.Thus, for example, each, additional mill of extra--voted mill^^ (MILLV) adds 

$31.86 to average'teacher§' saiaries -of, t^^ district (ATS)., while each 

_^ - — , — -r~ — ir-^ — ■ — •— — ■ — ^ — r: - r ^ --^ --■ - — — J" 

39The regression equation was also estimated In a Jog-linear form, with 
no substantial difference- in results.-, ^ ^ 

'^^That is, the po^bb ability is higher* than .10 that their true values 
are equal to zero. 

*^This result may be due to the multicollin^arity between RES and such 
other variables, as'PRICH arid SUB. See Appendix B. 



Table 1. Regression Results, Average Teachers* Salaries (ATS) in 177 
Michigan Kt12 School Districts, 1972-73 



Independent Variables 


Regression 
Coefficient, 


. ' . Mean 
(Unweighte 


Demand Variables 


ATS « 


$11,811 


' MILLV^ 


'^1 AAA 


1 £ O £ 

lO.JO 




V J.» OCX)' 




' SEVP 


no/, Q** 




RES . - 






3V531 


49.2 




(.5918) 




PF.OR • . 


27* 35** 


- ^ ^17,7 




(2* 506) 




MOB 


17* 86** 


' 55.9 




r (1-984) I , 




PRICH 


26.99*** 


^ 26.7 




(2.972) 




PPUPOP 


" 62.50*** 


25.5. 




(2.679) „ 




Supply Variables 

- 






AxTE 








' Y*^ Qnnv 
v-j • yyjyjj 


PTECM 




• OQ A 








DROP 


AO QQ* 


0 


skcf' * . 


^1 AO ON 




* -58.22 


51. 1 




(-1.490) 




- CE ; '\ 


' 752.7** 






(2.287) 




RUR \ 








(-1.774) 




• SUB ^ 


136.4^ 






(.5918) 




PNW 


7.729 


4.6 




(.8457) 




Constant Term 


■ 7004 




r2 






S.E. 


J 818.4 a 


= 1476.7 



't' statistics are in parentheses 
*** significant at p < .Oi 
** significant at p < .05 
* sigpiif icant' at p < .10 
N » 177^ 
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additional dollar of state equalized value, of taxable property per pupil 

(SEVP), is associated with an addition of -$.024 to ATS-. In the case^ of 

\ ^ . ' , ^ ^' / ' 

the "diunmy" variables such as CE and RUR, we find that the district being 

' ^ ' ' ' / . 

located in a central city rather than in an independent smaller city adds 

$753 to average salaries, while location in. a rural area subtracts $429. 
Salary Adjustment Indexes 

/ 

/ 42 

Following the methodology outlined above, - and using the estimated 

coefficients presented in:Table 1, we-have constructed adjustment indexes 

' , / _ . . ' . "~ 

for a selected group of Michigan school districts for average teachers' 

salaries. These indexe^ are reproduced in Table 2.. 

The first column of 'Table 2 presents the observed average teachers' • 
salaries for each of 35 districts selected from our sample expre^ssed as a 
ratio to the mean value of average teachers' salaries for all districts in 
the sample. The selected districts include the six largest central cities, 
two pr more residential and industrial suburbs of each of them, , a group of 
f our /indepehdi^nt cities, and six rural districts. The .ratio of ATS in the 
district to the mean ATS for the sample may be vieweSi as one possible 

/' " " - ' ' \ ' : 

adjustment index. It would be the appropriate one if\ our objective were to 
compensate school districts directly and proportionately with variation in 
the level of salaries actually paid. Since our objective is, rather, to 
compensate for those differences attributable only to variance in supply 
factors in teacher labor markets as opposed to differences in demand factors, 
clearly a ratio that reflects both demand and supply influences is not 
appropriate. Nevertheless, it is useful as an indicator of the extent to 



^^See pp. 13-16. 
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Table 2. Illustrative Salary Adjustment Indexes, Selected Michigan 
School Districts 



^ Adjustment Index for Average Teachers* Salaries (ATS)- 
ATS, 



District 



ATS 



Variant 
I* 



Variant 
lib 



Variant 
Ilic 



Variant 

IVd 



Detrait (CE) 1.086 .1.194 1.151 1.145 1.102 

Birmingham (SUB) 1.209 1.061 0.966 1.061 0.966 

Dearborn (SUB) 1.220 1.171 ,0.982 17085^ 07897^ 

Ecprss (SUB) 1.306 1.214 1.059 1.305 1.150 

Highlaad Park (SUB) 1.041 1V072 1.078 1;118 1.125 

Livonia (SUB) 1.232 1.006 0.994 1.157 1.145 

Oak Fark (SUB) 1.360 1.087 0.976 1.183 1^072 

Wallad Uke (SUB) 1.059 1.003 1.007 1.017 1.021 

flint (CE)' 1.114 1.132 1.099 1.140 / 1.108 

Bsadhar (SUB). 1.009 1.039 . - 1.053 1. 037 . , 1.051 

Lj** Fenton (SUB) 0.854 b.9l4 .0.994 0;825 0.905 

Swartt Creak (SUB) ' 0.989 ,. 0.945 0.990 0.987 1.032 

Grand Rapids (CE) 1.079 1^066 1.088 1.115 -1^^^ 

Forest Hills (SUB) 0.933 0.964 0.980' 0.905 0.910 

Kantwood (SUB) 0.904 0.9.33 - *6.9'88, 0.918. 0.972 

ti^omlng (SUB) 0.960 0.994 1.009 : 0.967 0.982 

Ann Arbor (CE) 1.324 1.168 .;1.049 1.325 1.206 

Willow Run (SUB) 0.908 1.032 1.033 0;919 0.920 

tpsllanti (SUB) 1.082 1.127 1.05.6 1.171 1.110 

tansing. (CE) 1.141' 1.158 1.090 1.173 1.106 

1. Laasing (SUB) 0.908 i;i32 0.988 0.983 . 0.839 

Wavarly (SUB) 0.913 1.029 0.982 -0.878 0.831 

Saginaw(CE) 1.118 1.153 1.113 1.147 1.107 

Bridgeport (SUB) 0.882 0.969 1.015. 0.903 0.949 

Sw^. Valley (SUB) 0.825 0.891 0.988 0.857 0.954 

Adrian (INDC) 0.990 1.015 0.991 1.045 0.975 

Iron Mountain (INDC) 1.0l6 1.034 0.946 (1.032 0.944 

Marquette (INDC) 0.939 1.014 0.984. : , 0.984 0.954 

MiVllahd (INDC) . 1.093 1.027 0.968 1.062. : 1.003 

Au Gres-Sims (RUR) 0.721 0.873 0.942 0.782,., 0.851 

Deckerville (RUR) 0.845 0.964 0.964 0.90f 0.901 

Forest Park (RUR) Q.921 1.039 0.924 0.878 0.763 

Harbor Springs (RUR) 0.948 0.959 0.947 ,1.005 0.993 

Litchfield (RUR) 0.822 0.R90 0.963 0.891 0.964, 

Rapicl River (RUR) 0.815 0.901 0.959 0.873 0.931 



ERIC. 



Based on estiaating equation assuming AYTE^ and FCTEM are supply factors* 

^Baaed on estimating equation assuming AYTE and PTCTEM are demand 
variables. 

c 

Based on pbseri/ed value of ATS corrected for differences from means of 
observed values of demand variables. 

Variant III atAended to include AYTE and PCTEM as demand variables. 
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which our inethodology leads to results that depart from compensation 
according, to actual divergence of district salaries from the mean for 
all districts. 

' In column 2, labeled "Variant I," we have the salary adjustment 
indexes calculated from the regression coefficients shown in Table 1, 
the mean values of the demand variables, and the observed values of 
the supply variables , in accordance with the methodology described 
^earlier. The values of the index range from 1.194 for Detroit and 1.214 
for Ecorse, one of its industrial suburbs, to .873 and '.890 for the 
rural districts of Au Gres-Sims and Litchfield. All of the central 
cities except Grand Rapids have indexes well above 1.1, while 'the 
rural districts and some suburbs , those that are primarily residential 
In function, outside, the Detroit SMSA, tend to have low indexes. ^ 

The interpretation of the index values and their suggested 
application are simple and. straightforward. If school districts in 
Michigan are to be compensated for differences in supply factors 
affecting thfeir teachers' average salaries , then the base amount made 
' available to each district would be multiplied by the district's index 
value. Suppose, for example, that the State undertakes to provide to 
each district in support of teachers' salaries an amount equal to $600 
per pupil, adjusted for cost differences attributable to differences 
In supply factors . Then the actual amount for Detroi-t would be 
$716.40 ($600 X 1.194), for Flint, $679.20, Grand Rapids, $639.60, 
Livonia, $603.60, Au Gres-Sims, $^23.80, and so forth. Thus, rather 
than each district receiving a uniform $600 per pupil, for the selected 
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group of 35 districts, the amount distributed would range from $728.40 
for Ecorse to $523.90 for Au Gres-Sims, a difference of $204.50. 
Assuming a pupil-teacher ratio of 24, this would amount to a difference 
of $4,908 per teaching position. 

Referring back to Table 1, we find that high index values are 
ascribable to high drop-out rates, low achievement scores (SKCF) , high 
proportion of non-whites in the population, location in a central city 
as opposed to a rural area pr independent city, and high values for 
average years *of teacher experience (AYTE),and percentage cf teachers 
.having degrees beyond^ the , baccalaureate (PTECM) . Contrary to the view 
citdd earlier, however, it may be argued that school dis'tricts can, and 
do, exert substantial control over AYTE and PTGEM. To the extent that 
this i-s so, the Variant I adjustment index unjustif iably/(in terms of 
our objectives) rewards districts like Adrian and Ann ArS or , where the 
AYTE 's are, respectively, 11.1 and 9.9 years , compared to an average 
for .the sample, of 8.8 ^ and Ann Arbor does well with respect Jtp PCTEM, 
with a value of 62.6- per .cent, relative to the sample mean of" 29.6. 
per cent. ^ ' " , > 

In response to this argume^nt we have constructed the Variant II 
adjustment index. It di££ers^ from. Variant I in that the mean values 
of AYTE and PTCEM are assigned, to each^district rather than the observed 
values. The effect is to "control for" these characteristics^pf^ teachefs 
characteristics which, spme would label "qualiCy" indica'tors . The general 
effect is, of course,, to narrow the range and variancl^ in the adjustment 
index. But the general pattern of differences tends to remain basically 
unchanged. The principal "losers" are relatively high income suburban 
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districts such as Birmingham, Dearborn, and Oak Park, the independent 
cities, and Ann Arbor among the central cities. 

Thus far, in. the construction of our cost adjustment indexes we 
have ignored the fact that our regression equation fails to explain some 
28 per cent of variance among school districts in the sample in average, 
teachers' salaries • Our .methodology involves expressing the constructively 
estimated value of ATS for each district as a ratio to its mean value 
for all districts (equation (5)), This procedure may be said to sweep 
under the rug the existence of substantial residuals, that is, differences 
between th%observed values of ATS and the values given by the regression 
.equation of Table 1, An alternative approach that permits these residuals 
to be reflected in the adjustment indexes involves adjustihg^^the actual 
observed values of ATS for the differences between the observed and the 
mean values of the demand variables.' The effect is to obtain an index 
value that reflects both the measured influence of supply variables 
and the influence of variables omitted from our estimating equation. 
In terms of the variables actually employed in computing the Variant III 
£ndex^values, the adjustment index for district i is: 



-ATS - b, (MILLV, - MILLV - b^ (SEVP. - SEVP) - b (RES - RES) 
i 1 i z 1 J 1 



- b, (PFOR, - eTO - (MOB. - MOB) - b ;(PRICH - PRICH) 



- b^ (PPUPOP^ PPUPOP) 



divided by ATS, ' - 

Again, Variant* III, like Variant I, permits teachers' experience and' 
advanced degrees to influence the adjustmen^index, Var,iant IV adds to 
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the variables in expression (8) AYTE and PCTEM and, like Variant II, it 
holds these factors constant; The choice between Variant II and IV 
is not self-evident • Clearly the preferred course to follow is one that, 
by including the presently omitjed variables in the analysis, would 
bring Variants I and III and II,anH.IV irto equality or near-equality • 
As the proportion of explained variance approaches 1, obviously, the 
size and, therefore, the relevance, of the residuals diminishes • 

Thus the results presented in Table 2 and their basis in the 
regression equations of Table 1 obviously could profit from further 
efforts to refine them* They are presented here not as finished products 
but, rather, as meSans of illustrating with some precision the way in 
which the metl>pdol(5gy suggested in this paper cojald be applied in the 
eff ort to attain equality* of educat^.ohal inptts^ Thus fur ^er 
experimentation with several dimensions of the empirical portions of the 
paper seem warranted'* As already indicated, several additional -or 
alternative variables might 'be obtained and employed in the analysis; 
alternative specifications of the demand and supply equations might be 
develpped; and it is likely that some problems encountered through the, 
use of ordinary least squares to estimate a reducied.^^orm of -^the demand 
and supply equations could be resolved by means of two-*stage least^^uates 
estimation of the structural equations • 

Against the background of -the foregoing caveats, dislclaimers , and 

suggestions, we turn now to brief treatment of non-instructional current 

operating expenditures (NIXCP). 



NON- INSTRUCTIONAL EXPENDITURES 
Teachers' salaries constitute a price or set of prices in a manner for 
which we have no analog with respect tu non-instructional current dperating 
expenditures (NIXCP) . "^ese expenditures averaged $278 per pupil in { 
1972-73 for the 177 Michigan districts in our sample, with cehsiderable- 
variance,' as evidenced by a standard deviation of $54. They comprise, a 
wide range, .of kinds of expenditUi'e, for such things as transportaticn, ' 
fuel, power, repairs to and maintenance of buildings, books, supplies,, ' . 
and so on.' Since we are dealing with a bread composite of different kinds 
of input p.urchases it does not appear sensible to attempt 'to def ine^^expliH't 
demand and supply functions. We can, however, attempt to identify^factors 

which ,appear,. on a priori grounds, to be related to variance in £his 

< / " ^ 
expenditure category. 

* . Larger school districts tend to be in urban locations where transpor- 
tation costs are less because fewer pupils are transported. ^They may also 
enjoy ^^economies of scale and may be able to obtain lower utility rates. 

Thus^we expect that increasing size, ^as measured by the logarithm of the 

- ♦ - . ^ 

number of teaching positions (LTEAC) , is accompanied by falling levels of 

NIXCP. ' ' . , 

\ An increasingly costly element of non-instructional expenditures^ 
consists of outlays for security and repairing the damages wrought by 
vandals,. Such costs may be associated with the proportion of the children 
* In the district who are culturally or educationally deprived, particularly 
in the central cities of SMS A.' s. ihus our- hypo thesis is that NIXCP is 

.positively associated with location of the district in a central city (CE) 
• >. ■ • " . ' - 

,/ ■ . " ' . 122 ' ' 
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and with dfe proportion of school age children in famiO^ies wit;h 1969 

income of 'less than. $3, 000 (PCHPOV) • • Wa expect, on the other hand, 

a'negative association with cqmposijte basic skills achievement scopes ^ 

* • » 
(SKCF) \ ;By .the same token, we an,ticipate that the more stable the 

residents of the district,, measured by^ the proportion* of people aged 

5 and over who lived, in the same house' in 1970 as in 1|65 (MOB), and 

the larger the proportion of families without children (PFNCH) , the 

" smaller will NIXCP be. 

Finally, we have the indicators of willingness and ability to 

support achdbl expend;Ltures, in the ^ form of MILLV and SEVP, respectively, 

^4nd iilLLD, deBt-service millage^ as n measure of activity in the ' 

^ acquisitjLon of new buildings ^.and land. We expect that all three of. 

these variables exert an upward influence on NIXCP* ' 

• The estimated .regression equation is as follows (with 't' statistics' 

p 

iA parentheses) : « . c 

" -NIXCP- =/302-.6 - 20.99 LTEAC + 3;L.33 CE + 2.755 PCHPOV 
/ ('2.52) ' (2.67) (2.61) 

-.3;072^ SKCF + 8«7A8 PFNCH - .9792 MOB + .0037 SEVP 
(2.7&) ^ \(1V.2) (3.31) (11.72) 

+5.452 MliliV + 4.870 MILLD (R^ = .67; SVE. = $^.90) 

^ (9.57) \ ^-^(4.04) 

Thus, in the case of* ail variables except PFNCH, for which the sign 

of the rega:ession coefficient is posit;ive rather than negative, our 

hypotheses find support. As in the case of teachers' salaries, in seeking 



\ « - 

^^This/is the only regression coefficieat that is hot significant at 
the p<'.05 ievel "or better. . Other variables tested in' preliminary analysis 
but, which; added, nothing to explained variance are PUP AYTE, PTECM, SESP, 
md?\ RliRy SUB, RES, PNW, PFCfR, PPP, PRICH, PPUPOP and. POP. 
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an adjustment index for NIXCP, one which is far l^ss unambiguously a^ 

"price" adjustment, we assign to each district the mean values of 

MJLLV, MILLD and SEVP. The index for .each district is then obtained 

in the manner 'described for the" index for salaries, the numerator in 

th 

this ' ins tance being the constructive estimate for the i district, 
while the denominator is the mean value of NIXCP for the sample of 
districts as a whole. 

For some of the districts listed in Table 2, the following adjust- 
ment indexes' for NIXCP were computed: 

Detroit, 1.15 

Dearborn, 0.89 

Oak Park, 0.95 
• . Flint, 1.12 

Ann Arbor, 1.13 

Adrian, 1.01 ^* ' 

Au Gres-Sims, 1.19 
Harbor Springs^, 1.19 
Marquette, 1.03 

This index is relatively high for central cities such as Detroit and ^ 
Flint and also for the rural districts of Harbor Springs and Au Gres-Sims. 
The' values for Detroit suburbs are Vow, while smaller city district 
indexes are close to 1. Th& index appears to reflect need for inputs ^ 
such as^ those used in transportation in the case of the rural districts,^ 
and perhaps security and maintenance and repairs of older builuing 
subject to heavy vandalism in the larger centtal cities. In any event, 
its use cannot be , seen in the same, light as the indexes for teachers ' salarie 
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At best, it may combine the impacts of differences in prices or costs 
and differences in needs as given by the circumstances, societal and 
geographic, surrounding the 'school district, , ^ 

. ' CONCLUSION'S 

4 

For the more than half of school operating expenditures that is 
accounted for by teachers' salaries, we are confident that the 
methodology suggested in this papex is capable of providing appropriate 



guidelines for adjusting dollars per pupil so as to compensate for price 
differencGs confronting, school districts. The estimates of adjustment 
indexes herein presented, while of fered only, as first approximations, have, 
to us, a "reasonable" look about them , *i1i the sense that they vary in 
directions and magnitudes_that ^P^^^ to be conant with observed experience 
and circumstances in the State. 

In the area of salaries we are much closer , we *believe,' to th'e 
objective we set out to attain than is the case with respect to non-salary 
expenditures. Here tlie ^available data are much less satisfactory, ^nd it 
is not entirely clear that one can identify and distinguish among elements 
of demand and supply in a manner that permits differentiating between 
expenditure differences due to price, variance and those due to circumstances 
of gecgraphy, climate, age of structures, and so forth. Perhaps, however, » 
what is wanted is really an index that is a composite price-need index. 
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If school finance systems- are ultimately to move toward the goal 
not simply of equality among districts in educational inputs, but 
equality in meeting educational needs, then v;hat is wanted for all 
parts of school outlays are adjustment indexes that reflect both price 
and need .differences. Much obviously remains to be done. This paper 
is offered as a vehicle for carrying one s,et of suggestions as to the 
direction that might be taken, by larger efforts. 
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Appendix A 

^Definitions of Variables and Sources- of Data 



ATS 



NIXCP 



AYTE 



CE 



DROP 
INDC 

LTEAC 



MILLD 



MILLV 



MOB 



Average teachers' salaries, Michigan Department of 
Education, Ranking of Michigan Public High School . 
Districts by Selected Financial Data , 1972-73 , 
Bulletin 1012 (Lansing, n,d,) • Hereinafter cited 
as Bulletin' 1012 , ^ 

■Difference between "current operating expenditure" 
and "total instruction expenditure" per pupil. 
Bulletin 1012 , 

Average years of teaching experience, Michigan 
Department of Education, Local District Results , 
" ^e Fourth Report of the 1971-72 Michigan 
Educational Assessment Program (Lansing, 1972) , 
Hereinafter cited as Local District Results , 

Dummy variable, 1 if the district is located in the 
central city of a Standard Metropolitan Statistical 
Area, as defined by the 1970 Census of Pbpuiation,. 
and the City of Pontiac, 0 otherwise. 

Drop-out rate, grades 9-12, Local District Results , 

Districts other than those classified as CE, SUB, 

or RUR, . . , ^ 

Common logarithm of tthe ^number of teaching positions 
in the school district, Michigan Department of 
Education, 1972-73 Summary, of Expenditure Data fqr 
Mi chigan Public Schools . Bulletin 1013 (n,p , n,d.) * 
Hereinafter cited as Bulletin 1013 , 

Number of mills (dollars per $1,000) levied by the 
school district for debt service. Bulletin 1012 , 

, Number of extra-voted^ mills approved by electorate 
of the school district for operations. Bulletin 1012 ,! 

Proportion of population in the school district aged 
5 and over whp lived in the same house in 1970. as in 
1965, National Center for Educational Statistics, 
U,S, Office of Education, Combined SDDT-ELSEGIS III 
(SDEL 3) Data Tapes. Michigan Tape . Hereinafter cited 
as^ SDEL 3: 
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4 

PFNCH 
PFOR 

PNW 

POP 
PPP 

PPUPOP 

PRICH 

PTECM 

PUPT 
RES 



RUR 



SESP 



SEVP 



Proportion of children aged' 5-17 in families with 
income of less than $3,000, SDEL3- 

Proportion of families with no children under 18, 
SDEL3. 

Proportion of the population not born in the United 
Stfates or whose parents were not born in the United 
States, SDEL3, ^ • • 

Proportion of the population black or Negro and- Spanish 
8 ur name • SDEL3 . 

To^tal population. SDEL 3- 

Proportion of total K-12 enrollment in private and 
parochial schools,, SDEL3. * 

K-12 enrollment in the public schools as a proportion 
of the total population, SDEL3 

Proportion of families with income in 1969 of $15,000 
and over, SDEL3 .. 

Proportion of teachers in the school district with 
M.A. degree,. Local D istric t Restrlts^^, 

Number of pupils per teaching position. Bulletin 10 13^. 

- Proportion of taxable value of property real residentta! 
in major municipality in the school district, in 1968^.. 
The value for the county used where municipal or town- ^ 
ship data nof available. A.P. Snyder and J. Lepczyk, 

Value of Taxable Property in Michigan. (East Lansing 
Institute for Coimnuhity Development and Services, 
Michigan State University , 1969).. ,^ 

Dummy variable, 1 if the district is: located outside 
of a SMSA and does not contain a city with a population 
of 4,000 or more, 0 otherwise. 

Socio-economic status of pupils as measured by the 
Michigan Educational Assessment, 1971772. Local 
District Results . 

State equalized value »of property per pupil. This: 
is the effective local tax base per pupil. BuMetin 
1012 . ^ - _ __ 
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SKCF ^ Basic skills composite achievement jtest scores for 

fourth grade pupils in the district. L,o_c al District 
Results . * 

SUB Dummy variable, 1 if the district is located outside 

of the central city but within the boundaries of a 
SMSA, 0 otherwise. (Pontiac is classified as. 9 - - 
central city rather than a ^suburb of Detroit on the 
basis of the author's arbitrary judgment). 
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APPENDIX B 
.CORRELATION MATRIX 
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STATE EDUCATION AID' AND SCHOOL TAX 
■ EFFORTS IN LARGE CITIES 



PREFACE 

f 

This report relies on standard, 'published statistical sources, 
to provide data that are/ctJmparable among States, and cities. 
There are two' costs (in such an approach: first, the data are 
not. the latest that irf^y^be^vailable In some States or cities 
but^ra&her the* earlier data ^vall^ble for all States arid cities; 
and* second', sc^e of the quantitative comparisons necessarily 
abstract from circumstances specific to a given State. Thus, a 
reader 'Uinthat State may find this report sounding at times ^ 
.botti dated and unrealistic. However, the purpose of this 
report is to deal with a set of school f inance problems cptmnon 
to a number of cities and States, not to. design a school 
finance system for any one State. For the latter purpose, there- 
is no "substitute for intensive work on the scene, armed with 
the latest data that can be produced locally. In this report, 
% the data are illustrative of the problems and. possible sol^^ 
not precise quantitative formulatioriS for immediate policy 
application. . ^ ^ 



Dick Netzer, New York University, New YorH^,, New York 
. ■ ■ 135 
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•INTRODUCTION 

This report deals with one of theNnost intractable of policy 
problems in school finance currently : the prospect that 
generally-applicable systems for equalizing school financial 
resources within a state — a highly desirable objective of 
public policy — seem likely, to increase tax burdens in large 
cities, which conflicts with another frequent public policy 
objective, alleviation of the evident fiscal difficulties ^ 
which many large cities have found themselves for a* decade 
or more. This conflict among objectives, and the various 
fiscal difficulties, are -by no means universal among large 
cities, but the problems are widespread and seem most common 
among the old large cities in the Northeast and North Central 
regions . 

Therefore, the subject of the report is the circumstances of 
eight large cities in these t^:o regions: Baltimore, Boston, 
Chicago, Cleveland, Detroit, New York, Philadelphia and * 
St. Louis. All eight became large cities decades ago and were 
mature in both physical and economic characteristics well* before 
the onset of the depression of the 1930 's. All are the central 
cities of much larger metropolitan areas to the rest of which 
these cities ^lave been losing bpth population and economic 
activity. With the exception of New York whose total- population 
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has been stable since 1950, -all have had absolute loss^s^ in 

» i 

population in the past twenty-five years', declines which 

seem to b.e accelerating, rather than decelerating. Most have •> 

also been suffering' absolute losses in employment recently. , 

The plan of the report is, an follws. The next- ^section ' 
examines the general nature of the problem facing these cities, 
thot is, the relative fiscal circumstances in which legislatures 
corisidering school finance equalization plans find them. This 
is followed by' a* section in which the fiscal impact of various 
hypptheti^cal school finance, alternatives is ^examined , as well as 
the .impact on the citie/j of general tax relief plans". Th'e final 
section presents recommendations, for appropriate resolution I 
of. the difficulties found to be real, not merely. appar ent. / ' 



•- ■ THE -PROBLEM 



Put iiside, for tlie moment,' all thfemany real-world complications 
that must be considered* in designing school finance legislation, 
including the measurement of attendance (or enrollment) , the 
weighting of pupils by grade *level or degree of handicap, inter- 



district differ> tials in program costs, the evident need for 

£ 



some types o*? categorical aid; and many more such issues. Assume 



that these problems have been resolved, and thaC the sole remaining 
* issue is equalization of resoui 5 among districts} pure'^and 
simple. In this abstract^world, the; only variab^e^is^ the taxable 
ca|>acity of a disbi^^t relative to that of all districts'in its " . 
st^t^. Compared to the Existing situation, a comprehensive and 

far-reaching equalization plan is likely to Increase tax burdens 

• ^ ' ***** 

in districts with taxal^le resources per pupil well above the state- 

wide' average, and vice versa. Simply, put, large cities face a 

problem that amounts to a scissors, one blade of which is the 

/■ . ' ^. » 

"siinple fact that, as' conventionally measure'd, most large cities 

%^.— ^ • • 

have" taxable resources per pupil that^re in fact abov^ the state 

^ ^ - , - ^ 

wide averages-. i ^ * , - ' 




The conventional measure is, o^-^ourse, the value of taxable 
property per pupil, since the property tax remain^ the overwhelming 
local tax source for th^ financing of schools. Irf five'of oi eight 
cities, the "full value" of taxable property per pupil is well 
above the statewide average, one- third above, that average 'in the 
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case of Cleveland and New York and 10-15 percent hi^er in Boston, 
Chicago and Philadelphia., Indeed, in New York'' and Chicago, central 
city per pupil property valu^are a good deal higher than in their 
generally affluent suburbs, taken as a class (the reverse is true 
for our other, six cities). Baltimore is- well below the statewide 
average in this respect, while Detroit and St. Louis are close to 
the 's.tatewide averages. Thus , holding other things equal, a 
comprehensive school finance equalization plan almost surely will 
.raise tax burdehs in five of bur eight cities. 

The Fiscal Circumstances Ot the Cities . 

The other tladeof the scissors consists of the overall fiscal 
situation of these cities, notably the existing relatively high 
taxes collected from residents and businesses in the cities. Some 
summary comparisons ate presented in Table 1 (the sources of the 
underlying data are described in Appendix A). In this table, the. 
value of the variable for the central city is set^ at 100, wi^th the 
statewide average and the average for the rest of the metropol-itan 
area expressed as percentages of 'the central city value. The data 

, f * ■ 

J-These per^upil valuation comparisons axe es of 1971-72; they are 
estimates,, based on U.S,. Census data, of what Would result from 
' a system of completely uniform assessment within each state and 
' reflect the estimated current market* v^iue of taxable property. No 
state has this de^ee-of assessment equalization in practice; thus, 
none of these comparisons match the data to be^found in conventional 
school finance sources. They are abstractions , designed to high- 
lighi^ the fundamental economic situation. 
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) 

are for 1971-72, the latest year for which comprehensive and 
comparable data are available, - from Federal sources; as of 
mid-October 1974, there were only very partial data in these sources 
for 1972-73 and none for. 1973-74. 

Income arid "dealth . Personal income per capita statewide, is higher 
than in seven of our eight cities, by frqm 3 to 20 percent (New York 
is the exception, with per capita personal income 7 percent above 
the New York State average) • The. disparities would be. even larger 
in this as in all the other measures, if "the central city had 
been* removed from the statewide averages. It should be noted thaf 



the phenoiu^jion of relatively low per capita income in central cities 
is rather iew: twenty years ago, average incoines^were above the 
statewide averages in nearly all cities with populations of ,100,000 
or more,^ The conventional image of a relatively poor central city 
surrounded by relatively well-off suburbs is supported by data for 
our cities: in all cases, pei^ capita income in the "parts of the 
SMS A outside the central city is well above that in the central city:, 
by from 16 to 46 percent. The disparity is 25 percent or more in 
five of the eight cases. 

In afldition, central city property values per capita are relatively 
low In most cases* The estimated market value of locally-assessed 
taxalle real .property per capita (line 2 of Table 1) in six of our 

1 I V-/ 

eight states is higher on a statewide basis than in the central 
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cities, by from 3 to 20 percent; in Cleveland and New York, the 
central city and statewide averages are about equal. Per capita 
real property values in the metropolitan area outside the central 
city are^above the central city. figure in all cases, by from 30 
to 122 percent, with the disparity 50 percent or more in four of 
the' eight cases. These property value estimates do not include 
locally-assessed personal property or state-rass'essedl property , but 
when those excluded classes of property are . taken into account in 
the crude way permitted by the available data, the relationships 
do not change, except for Cleveland, where personal prpperty 
comprises a large- fraction of the property tax base. Using this 
more comprehensive definition of property values, Cleveland appears 
to have substantially more property per capita than its suburbs and 
slightly more than the statewide average. 

In all cases, the per capita market value of residential real 
property is at least 66 percent greater in the suburban areas than , 
in the central cities, with a disparity of 100 percent or more in 
four of the eight cases. ^ This of course is not surprising; per 
capita residential property values have always been relatively high 
in suburban areas and central city residential disinvestment in 
-recent years has widened the gap. However, as in the case of per 

^There-are no statewide comparisons in the table for this variable, 
although very crude ones are possible using published Census Bureau 
data. However, the resulting statewide figures would not be, 
• precisely comp -.^able to the rather more refined estimates made for 
the central cities studied here. 
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capita income, the relatively Iot central city total property 
values ^per capita represent a reversal of a situation that pre- 
vailed for many years. Historically, low central city residential 
property values have been more than offset by high commercial and 
industrial property values; this clearly is no longer the case. 

Local taxes . Local government tax collections per capita on a 
Statewide basis are below local tax collections in the central 
cities in all cases, by from 8 to 37 percent; the disparity is 25 
percent or more in five of the eight cases. Local taxes per capita 
in the outslde-central-city'^^parts of metropolitan areas exhibit " 
less disparity, but nonetheless are below central city levels in 
seven of the eight cases , by from 2 tor 27 percent; the exception 
is Chicago, where suburban tax collections per capita are 4 percent 
above the central, city level. 

IJie combination of relatively high per capita tax co] lections in 
the central cities with relatively low per capita income and property 
values means, of course, that there are very large disparities in 
taxes expressed as percentages of income or wealth, which are ^ 



me 



asures of apparent tax burden. On a statewide basis, total local 



taxes as percentages of personal income are less than in the respective 



^he word "apparent" is used here because it is not reasonable to 
assume that all of *-the locally-imposed taxes are economically 
b9rne within the jurisdiction in xAich the taxes are collected; 
s4e the discussion below. 
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cities in all cases, by from 10 to 40' percent; .the disparity' 

exceeds 20 percent everywhere except New York and Cliicago* The 

/' 

outside-central-city parts of metropolitan areas are even further 

/ 

below the central cities in this -respect, with a disparj.ty in 

/ 

excess of 25 percent in all /cases except New York and Chicago. 

/' 

/ 

Because central cities te'nd to be heavier users of nonproperty 

taxes than are suburban local governments, there are extremely 

/ ' . ' 

sharp differences in' the apparent burden of nonproperty taxes, 

/ 

but these differences are not always meaningful. Even so, the 

/ 

central cities '/ apparent property tax burdens are relatively high 



in all cases /xcept New York and Philadelphia. In these two 
instances, /the central cities rely very heavily indeed on 
nonproperty taxes ^ while local governments elsewhere in their 
states /and metropolitan areas remain heavily dependent upon 
property taxes. ) 

Residential property taxes as a percentage of personal income, 
on the other hand, are higher in suburban areas than in central 
cities, except in the Baltimore area. At first glance , this 
might seem surprising, since the table shovjs that effective tax 
rates on residential property (the tax divided by the estimated 
market value) are lower in suburbs than in centrral cities, except 
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for .Chicago, New York and Philadelphia ^ by from 7 to 51 percent. 
However, as previously noted, residential property values per 
capita- are much lower in central cities th^n in suburbs; moreover, 
the central city property tax base" includes relatively more 
nonresidential property and the total central city tax base includes 

i 

more nonproperty taxes, in most cases, which suggests that, however 
hard-pressed they may be, central cities can get by with residential 
property taxes that are low relative to .personal income. 

This outcome can best be amplified by an illustration, which is 
presented in Table 2 for the Cleveland SMSA. In 1971-72, residential 
property taxes provided only about 19 percent of all local taxes 
in the central city; the corresponding figure for the rest of the 
SMSA was #3^per cent. This meant that although the total apparent 
tax burden — relative to personal inconie — vas vet'y much higher 
in the central city (8.4 percent versus 5.3 percent), the residential 
property tax burden so measured had a reverse^ relationship. 

^There "areTho statewide comparisons ir\ Table 1 for residential 
property taxes, as percentages of either person/il income or 
market value. A proper calculation of the numerators of these 
fractions would require dat^-on the composition of the tax 
base of all jurisdictions in the state and their tax levies', 
with separate calculations for each before summing • This 
method would recognize the wide variations In tax base 
composition, tax rates and assessment ratios, variations that 
are rarely correlated with each other* However, this set of 
calculations would be inordinately expensive, even if all the 
raw data were at hand (which they are noti) . 
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Table 2 " RESIDENTIAL PROPERTY TAX BURDENS AND RA' 
CLEVELAND, 1971-72 , 




» 

I , _ ^ 

Central City "" Rest"of"SMSA^ 

Residential property as percent 

of total property tax base 24*9 . 50.9 
Property taxes as percent of 

total local taxes 77.3 85.1 
• Residential property taxes as- 
percent of total local taxes 19.2 43.3 



Local taxes as percent of personal 
income: ' . . 

All local taxes 
Residential property taxes . 



8.4 
1.6 



5.3 
2.3 



Estimated market value of residential 

property per capita $3,045 

Estimated market value of residential 
property as a percent of personal 
income 83 

Estimated effective rate, residential 

proper ty taxes 2 . 0 



$7,204 

134 * 
1.7 



Source:. Derived from Census data as described in Appendix A. 
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Yet, because the value of residential property per capita or in 
relation to. personal income was so very much higher in the 
suburbs^ the tax burden result was consistent with lower 
eTfectiW tajr rates orv sub property. 

Returning to Table 1, we find that overall effective property 
tax rates statewide are well beiow those in the central cities, 
by.frpm 19 to 46 percent, except f or* New York and Philadelphia,^ 
.With the same exceptions, the outside-central-city areas have 
effective property tax rates well below those of their respective 
central cities, by from 8 tc 55 percent. New York and Philadelphia 
are exceptions because of the very great importance^ of local 
nonproperty taxes in these two cities, as^ previously noted, - To 
telegraph a message more fully presented below, one can draw the 
implication that any school finance equalization plan based mainly 
on the property tax, such as full state funding with a statewide 
property tax, is likely to affect New Ypirk and Philadelphia with 
particular severity simply because their heavy reliaride on other 
taxes results in relatively low property tax rates in these cities, 

a relationship that surely does not siiggest that these cities are 

m 

fiscally well off. 

One way of summarizing these .comparisons of apparent tax burden 
is to indicate the percentage change in local tax collections ~ 



113 

/ 
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presumably caused by increases or decreases in state aid — th^t 
would have been required in 1971-72, if local taxes as percentages 
of personal income had been equalized to the statewide average in 
each of our metropolitan areas. The following are the calculated 
percentage changes, or indicators of"'*excessive*' or "sub-normnl" 
.tax burdens : ^ 

^ Central City Res t of SMS A 

^Baltimore. -22^ +5 

Boston ^ ^ -28 ~ - - _ 

Chicago -16 -2 

Cleveland -39 * -3^ 

.Detroit -24 +7 

New York ^ -10 +6 

Philadelphia -31, +6. 

St, Louis ' • -40 +9 

(+) required percentage increase 

C~) required percentage reduction 

This- summary suggests that an apparent tax burden problem of the ^ 

central city vis-a-vis the state at large exists in all eight cases, 

but is most severe in St. Louis and Cleveland and least serious in 

« 

New York and Chicago. In most cases, outside-central-city areas 
se&a under-burdened relative to th^^^^tatewide averages, but only 
by modest amounts. Such areas are under-burdened relative to the 
central cities in all cases, and heavily so except in New York and 
Chicago. In this regard, St. Louis and Cleveland again appear worst 
off, with Philadelphia a close runner-un. Relative to the metro- 
politan areas_ and states surrounding them, St. Louis and Cleveland 
could be described as fiscal paupers. ( 
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The Schools' Role in the F is cal Problems 

It is widely p^erceiyed that the existing systems of school 
finance, play a relatively minor role in creating the differ- 
entially heaVy apparent central city tax burdens • This 
perception is supported by the data for our eight cities- 



Firs t^-^s-:Eable^3.-shows.,^J:he„:pe^^en^ locally-raised - 

revenue devoted to the schools in central cities is well 
below that for all local governments in their respective 
^ates and^even further below that for the outside-central- 
city parts of their respective metropolitan areas. ^ Were 
the central city dana removed from the statewide averages in 
the third column of Table 3, those percentages would be more 

than 50 in nearly all cases, far above the central city levels. 

i • ^ - 

Clearly, the heaviest pre-sure on^the relatively low central 

city tax bases ~ income and wealth ~ comes from non-school 
expenditure requirements. 

y 

Another approach is.to examine per capita locally-financed expen- 
diture. In seven of our eight cases, total locally-financed 
expenditure per capita is substantially higher in the central city 

>5The data in Table 3 are for 196-9-70, utilized because Sacks and 
Callahan had already performed the elaborate calculations 
necessary, for that year. There is no reason to believe that 
more recent data would reverse any of these relationships. 
Indeed recent changes in school aid formulas have no doubt 
reduced the central city percentages relative to those of the 
states and outside-central-city areas, in a number of cases. 
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Table 3. LOCALLY-FINANCED SCHOOL EXPENDITURE^AS A PERCENTAGE 
^ OF. ALL LOCALLY-FINANCED GENERAL EXPENDITURE, 1969-70' 



Area 

Baltimore 
Boston^ 
Chlcag- 
Clevelan 
Detroit 
New York 
Philadelphia^ 
St. Louis ° 



Central 
City 

A6 
37 . 
27 
39, 

21 
■ 19 
• 21 
27 



Rest of 
SMSA 



Statewide 



57 


53 


47 


43 


53 


^ '43 


52 


44 


49 


48 


44 - - 


28 


57 


45 


-54 


43 



^Adapted from data in Seymour Sacks-^nd^JoHn Callahan, "Central City 
Suburban Fiscal Disparity," Appifendix B of Advisory Commission on 
Intergove*. jnental Relations, City Financial. Emergenc ies ; ,The I n ter- 
govern mental Dimension , Commission Report A-42, July 1973. The 
principal adaptation by tha author has been to remove expenditure 
and aid for higher education from the Sacks and Callahan ''education" 
classif icatipn. "Locally-rf inanced" expenditure is^^ofal expenditure 
less Federal and State aid. 
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Official SMSA ^iefinition, which differs from that used in Table 1, 
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than it is statewide (there is virtually no difference' for 
Detroit) . 'But only in Cleveland is locally-financed school \ 
expenditure per capita above the statewide average. IiJ all ' * 
cases, locally-financed non-school expenditure per capita is 
considerably above the statex^ide^ average i^ the central cities. 
The central' city figure is 20-40 percent above the statewide 
aver.age in Baltimore, Boston and Detroit; it is 40-75 perc^ntl^"^ 
higher in Chicago, Cleveland and New York; and .it. is double or 
more the statewide average in St, Louis and Philadelphia,, The 
central cities are also far above the oitside-rentral-cUty parts ; 
of the SMSA's in this respect. 

^It is, of course, possible that even^i^if locaiiy-^tenced school 

expenditure is relatively small on a per capita basis,,, it may ^ 

• burden a relatively poor central city disproportionately. Hqj/ever, 

this is not the general situation in our cities. Recall that in 

.all cases' total local tax collections as a percentage of personal 

! income in the centralSities are significantly .above the .statewide ^ 

♦ 

averages. But Ipcal school taxes relative to personal? income are 
above the statewide average in only four cases — Cleveland, 
Baltimore, I 3ton and St. Louis ~ arid in the latter>.^ cases,, 
the difference is trivial. In Cleveland ^ c-s noted above, locally- 
financed, school expenditure per capita is higher t;han the statewide 
average; school finance arrangements explain abouf one-half of the 
differentially high central city tax burden. In Baltim'(ire^ locally- 
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finarfced school expenditure per capita is on a par with the state- 

.wide average and the school finance arrangementV^ccount for about 

♦ \ -- 

two-fifths of the total tax burden differential/ 



It. is worth repeating at this point that the analysis so far 
focuses entirely on fiscal and economic differentials; it says 
nothing about the appropriate levels of school support in tems 
.of educational needs. School finance reforms helping the central 
city -may be needed in order to cope more adequately with program 
requirement^. But, with the exceptions of Cleveland and Baltimore, 
. the overa'l'l fiscal diffiqulties of the central cities do not 

originate in\j^hool finance problems. Rather^ ^ose difficulties^ 
arise from the financial requirements of non-school services. 
That, of course, does irot warrant exacerbation of the difficulties 
via the adoption of a school finaricfe equalization plan that hurts 
large cities', which\*is the concgr4i of this report. Nor does the 



^* "conclusion that school finance per se is ^not the, large city fis 
ptoblein conflict wit^ the presumption underlying the "municipal 
* overburden*' argument, that the lar^e-city non-school fiscal diffi- 
culties effectively sterilize part d£ the taxpaying capacity t^hat 
might otherwise be a^^ilable to finance schools, thus calling for 
a morB sulTtabJfe, definition oi taxable capacity for school finarxe 

'} purposes: ' • ^ ^ ^ - . . 
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R eal and Apparent Tax> Burdens 

liie bottom line of Table 1 shows a variable described as "locally 
borne" local tax^s as a percent of personal income. Those figures 
r'epresent the end-result ^of ai^ elaborate series of calculations, 
based on partial data and arguable assumptions, that were ma^de in 
order to deal with a basic difficulty in conventional tax burden 
calculations-, the fact that the economic consequences of-^local 
taxation cannot be confined within the boundaries of individual 
jurisdictions imposing taxes. To put it more directly, it is not 
appropriate to define, as the "resident tax burden," total local 

taxes collected per capita or relative to resident personal income. 

To some not inconsiderable extent, the burden of locally-imposed 
^ taxes can be "exported" to people resident in' other jurisdictions 

and there is every reason to believe that the exporting possibilities 

differ significantly between, central cities and suburbs. Exporting 

possibilities depend upon the relative importance of the different 
' local taxes utilized, the composition of the bases for the individual 

types of tax and the specific economic characteristics of individual 

cities and metropolitan areas. 

. • ■ . V 

For most .tajfes, there is some real possibility, that part or all of 
the bur-den of the tax can be shifted backward to the factors of 



production that combine to give rise to the taxable event — labor 
and owners of land and capital, or forward to those who consume goods 
and services .whose production, distribution and/or consumption gives 
rise to .tax. If there is shifting, there wiy. also be exporting of , 
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tax burdens to the .extent that the owners of land, labor and capital 
are not residents of the taxing jurisdiction, or if consumers of 
the taxed product are not residents/ And even if there is no shifting 
of the burden from the taxpayer having leg^l liability for the tax,' 
there wiil be expor^iing if the initial taxpayers are non-res i den ts. 
(fpr example, owners of inner-city rental residential property may 
be unable to shift property taxes at all, -but if they live in the 
suburbs, these taxes are exported from the central city.) 

Economists are by no means agreed on the extent to which shifting 
occurs in general, as well as in specific cities , and the data on 
non-resident qwnership of productive inputs and non-res ide^nt 
consumption of taxed outputs are anything but adequate^ .Therefore, 
there is ho way to deal with tax exporting in a manner that is at 
all precise. Nonetheless, soma recognition of the issue is necessary, 
if only because there is a presumption that/the heavy, central city 
tax burdens, when. tax exporting possibilities are 'ignored, overstate 
JM:rue" economic burdens to a greater extent than do data on tax 
burdens outside the large cenfctal cities . This presumption rests on, 
first, '' the relatively greater extent to which Ihe central city 
property tax base consists of business property and, second, the 
relatively gr.eater use by central cities of local non-property taxes , 
s.om6 of which seem amenable tb a fair amount ,of exporting. 

Appendix B' sets out the methods and assumptions used to estimate 
exporting of local tax burdens, and some details of the results. 



J 

/ 



156 

Both conceptual and data difficulties preclude making estimates 
on a statewide basis in which one can have^ even the limited . 
confidence that inheres in the estimates for .central cities and the 
outside-central-^city areas found in Appendix B. , The Appendix shows 
that central cities do indeed export larger percentages of their 
taxes<than suburban areas,. although in Baltimore and Detroit the 
differences are trivial ones* They are quite larg^ for Philadelphia, 
Boston and St, Louis, and since the methods used: tend to understate the 
extent of central city tax: exporting for cities with relatively 

'.flourishing central business .districts (like Boston, Chicago and 
New York), the differences for New York and Chicago 'may be more 

^;impprtant than these estimates suggest. 

In T^ble 4, we compare tax burdens, expressed as percentages of 
personal income, for all local taxes and only those local taxes 
estimated to be locally borne, that is, after the allowance for 
exporting* The first thing that is evident from this table is that 
allowing for tax exporting not only reduces the level of apparent 
tax burdens, but also the very large differences among metropolitan 
areas.. More to the point fiere, such allowance reduces the "differentials, 
in tak burdens within metropolitan areas. It virtually eliminates the 
. central city~§uburbari differential for Boston and Chicago, and comes 
close to doing so fox New York. Given the bias noted above, it is 
possible to conclude that the' true outside-central-city tax burden 
may well be higher than the central city tax burden in these three 
cases. Central city tax burdens continue to be well above suburban ones 

* , 153 • ' 



Table 4, LOCAL TAXES AS PERCENT OF PERSONAL INCOME, 1971-72 



All Locals Estin(ated . 

Taxes "Locally Borne" 



Baltimore \ 

Central city,. \ -6.73 - 4.51 

Rest of SMSA 4.98 3*; 61 

Bos ton 

Central city * 9.^96 5.52 

Rest of SMSA . 6.99 - 5.39 

Chicago 

' Central city . 6.84 3.88 

Rest of SMSA 5.88 3.78 

Cleveland . - 

Central city 8.44 4.49 

Rest of SMSA • 5.28 3.49 

Detroit 

Central city 6.99 4.00 

Rest of SMSA 4.98 3.01 

New York 

Central city ' 9^05 . 5.65 

Rest of SMSA. ^-7V66 . 5.21 

♦_- 

Philadelphia v 

Central city , 7.10 4.84 

Rest of SMSA ' 4.58 3.89 

St. Louis ^, 

Central'n:ity 8.65 ' 5.25 

/Rest of SMSA 4.74 3.53 



al 

-*Local taxes after adjustment for exporting. 
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in the other five areas, and spectacularly so in St, Louis. 

'As noted earlier, it would be a huge and questionable under- 
taking to attempt similar estimates on a statewide basis. However, 
economic reasoning suggests that in most. cases allowance for tax 
exporting would reduce the central city versus statewide tax 
burden differential somewhat more than such allowance does for the 
central city versus suburban differential. It is a reasonable guess 
that the true statewide average tax burden is equal to or greater 
than that of Boston, Chicago and New York, 80-90 percent of the 
central city burden in Baltimore, Detroit and Philadelphia; Cleveland 
and St. Louis remain seriously overburdened, especially the latter. 
These differences are important to keep in mind ^in reading the 
following section: the serious nature of the overburden problem in 
two cities, its marginal nature in three. others and the possibility 
that the real situation. may be one of municipal underbur den in 
^Boston, Chicago and-^ew York, the cries of their mayors to the' 
contrary notwithstanding. 

However, one caveat is in order. A city may design its tax^ system 
so as to maximize the extent of tax' exporting at the time tax 
changes are made, and this is f jequentfly , if not usually, done. 
But there can be long-term adverse consequences of this strategy: 
differentia^iiyTigh -t^xes-on^^busines^ retail sales or 

nonresident earnings which initially are exported in time can 
trigger shifts in the location of economic activity undermining 

1D3 
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the city's tax base and resulting in more of the tax burden falling 
-on residents. Moreover ,^ the long-term trend toward decentralization 
of economic activity awiy from the inner parts of large metropolitan 
areas means that central cities over time will be less able to 
export tax burdens. This caveat does not imply that the present 
tax exporting situation should be ignored, but rather that fiscal 
reforms designed in the light of the existing relative tax burdens 
will need re-examination in time, sinc,e those relative tax burdens 
will surely change. 



r 



153 



/ 

/ 



SCHOOL FINANCE ALTERNATIVES 

In this section, we discuss the impact of the more commonly 
.discussed school finance reforms on the eight cities in question. 
To set the stage, there is need to examine the existing school 
finance situation. Once again, the examination ;is in terms of 
1971-72 data, to provide for maximiin comparability. Thus, ttie 
situation described are not really the "existing" ones, for almost 
all states (not just the eight ones considered here) have changed 
their state school support programs to some extent* since then. 
Hiere were major changes in Michigan and Illinois enacted in 1973 
and more modest one in our other states (such as those enacted 
in, 1974 in New York and Massachusetts) , with an impact on the 
large cities. The comparisons that follow thus accurately describe 
the existing situation and the impact of school finance reforms 
only in states that continue to have school finance systons that 
aire mi^ore or less conventional. , , 

Because the data for 1971-72, while comparable, are somex^hat 
dated, an examination in terms of precise magnitudes would be 
pointless.. Instead, we rely here on looser characterization^ of the 
relationship of the large central city to the average for its state. 
The four sections of Table 5 each contain a comparison of two, school 

finance variables. Table 5A deals with relative property values 

-__ ^ - - 

and the percentage of sjtate-local revenue for schools provided by " 
state aid. 
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In three cities-7Philadelphia, Boston and Baltimore — the state 
school aid percentage for the cities was. above the statewide 
average; injDertroit, the percentages were about equal. In the 
other four cities, the state aid percentage for the large city was 

i 

below the statewide average. The relative size of the property 
tax base by itself can explain these differences, for the most 
part. All four cities with below-average state aid percentages 
had above-average property values per pupil. Boston and Baltimore, 
with relatively high state aid percentages, had below-average 

property values.^ Detroit was close to the statewide averages on 

/ I 

both counts. Philadelphia was the only spor.t in the system, with 

I 

both moderately high relative property valuear and a high state ^ 
aid per cen tage . 

How did differences in the relative state aid percentages, affect 
financial resources per pupil, relative to th^ stat^ide averagej^ 

• - . / / . 

This is shown in Table 5B. Only two cities, Philadelphia and 



New: York, had above- aver age revenue per piipiT./'Tn Philadelphia J 
state aid is clearly an explanatory factor ,^ since the state aid| 

percentage was relatively very high, but .this was not the case ixn 

' ' ' I- 

New York. In Baltimore and Boston, eve'n a relatiyely^high state 

aid percentage was insufficient to raise revenue per pupil to |the 

statewide average, especially in the Baltimore case. In Detroit, 

an average state aid percentage left revenue per pupil well below 

\ 

the statewide average. .In St. Louis, Chicago and Cleveland, /the 
two variables combine in an expected way — relatively low -state aid 
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percentages and relatively low revenue per pupil. 

The other main element in school finance, aside from state aid, 
is local tax effort. Table 5C deals with local, school ta^ 
rates and revenue per pupil. Above- average revenue per pupil in 
New York and Philadelphia was associated with relatively low, 
noL high, school tax rates, in Philadelphia in good part because 
of the favorable state aid percentage. Only in Boston was the 
city's school tax irate above the statewide average (and only 
slightly so, at that), but it left revenue per pupil below average. 
In the five, other cities, both school tax rates and revenue per 
pupil were below the statewide averages, which tends to support 
the municipal overburden argument, in the sense that non-school 
claims on the tax base may lead to seemingly low school tax rates 
which In turn result in below-average resources. However, as noted 
in the preceding section, the facts appear to deny that municipal 
overburden truly exists in Chicago. 

To complete the circle, consider the relation between relative 
tax base, that is, per pupil property values, and relative school 
tax rates., shown in Table 5D. Five of the cities/had both * 
relatively high values and relatively low tax rates,. an expected 
relati5nship. But Detroit and Baltimore had very low relative 
school ta rates in combination with belov-average values. As the 
preceding discussion indicates, for these two cities, even a 
relatively favorable state aid percentage was not sufficient under 
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such circumstances to yield per pupil. revenue anywhere near the 
s^tey^ide average. Finally, Boston had a not surprising com- 
bination of relatively low property values and a relatively high 
school tax rate. But that high tax. rate, even in combination 
with a favorable state aid percentage, was not adequate to bring 
its revenue per pupil to the statewide average. 

These comparisons lead to some suiraary evaluation of the overall- 
directions of school finance reform lor our cities, based on 
two additional assumptions: first, large cities surely require 
relatively high revenue per pupil to cope with all the handicapping 
conditions that exist; and second, additional revenue per pupil 
ahould not be generated by increased local school taxes^ that 
would bring large-city school rates to^ levels that are above 
those in the surrounding areas (in view of the low incomes and 
relative economise deterioration in the ^er^tral cities). In this 
light, the situation of Philadelphia in IPTl^-yZ was the most 

nearly sattisf actory • In New York and Chicago, as of 1971-7?., 

♦ 

improvement seemed to call for both more local tax effort and a 
higher state aid percentage.- In Detroit and Baltimore, it would 
have been possible to argue for mere local tax effort, but the 
real case was for a higher state aid percentage despite the 
fact that the state aid' percentage was already relatively favorable. 
A similar argument would apply .to Cleveland and St. Louis, especially 
in view of the discussion in the preceding section of this report, 
showing that these two cities can be considered fiscal paupers. 
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In Boston, where the school t?x effort was above average In 
1971-72 and tax base below average, the argument must be for 
a state aid percentage even more favorable than that existing 
in 1971-72. ] 

Special Urban Aid ' 

Tliese comparisons suggest an implicit answer to the question, to 
what extent did the provisions for special urban school aid existing 
in 1971-72 offset the presumptive depressant effects of municipal 
overburden on the level of big-city school expenditure? The 
relative state aid percentages shown in Parts A and. B of Table 5 
include ^11 state aid, general and categorical, among which is any 
special aid for large-c-^ ty school systems that existed in 1971-72. 
The answer, from Table is that only in the case of Philadelphia 
does a- high state aid percentage succeed in raising per pupil 
resources to levels that are high relative to the statewide average. 

In 1971-72, five of our eight states had features in t' eir state 
school support systems unat provided significant. extra state aid 
to large-city school systems; Illinois, Ma^jsachusetts and Missouri 
were the exceptions. Of the five states, only Ohio labelled its 
special aid explicitly as money designed to deal with municipal 
overburden, although the "density" aid in Maryland and Pennsylvania 
presumably was so designed. However, it is possible to treat any 
special school aid to large cities, however labelled, as having 
something to do with nonschool fiscal problems. Aid that is called 
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• 4 " 

. •"compensatory, calculated on the basis of .the number^ of pupils in . 

' - . ' ^ ' ' . ^ ^ • ' 

' ^ poverty 'or Hith poor academic achievement, can be interpreted as 

. ^esj.gned5 ,to provide the extra school^funds that the cities ;;S:re 

unable to raise .themselves becauae of those nonscf^ool fiscal 

problems •••^tbre generally, both compensatory aid and density, aid 

(or municipal overburden aid, 'd^n^Ohio) caiLbe construed.as ^ 

having,to ^.o with either high-cost pupils or the high nonschotfl 

municipal costs related to the heavy incidence of poverty in 

large cities, or some combination of these twp conceptually 

distinct rationales. . *- * ^ . 



Compensatory aid is often (although not always) in the form of a ^ ' ^ ; 

* ^ \ * 

categorical ^grant financing a specified package of additional ^ 

school services. \^en compensatory aid does in fact result in ^ ' i ^ . 

' spending that would be Miminated if the compensatory aid were 

i,w4.thdrkwn, such aid does not reduce local fiscal burdens, although 

/ . • V ■ • . ' ' '■ . - v. 

it does partly .overcome one result of excess large-city fiscal , 

burdens, the presumably depressing 'effects on the quality of school 

prograns. Ii) t^o of the five cities with special urban aid programs 

in 1971-72, Baltimore and Philadelphia, the aid was virtually ^ 

,3-11 explicitly directed at municipal -overburden. In Detroit and ^ ' ^ 
New York, the *ai3 was Jes-ignated compensatory, but it is not clear 
that the special aid was really closely tied to services whose 

^provision depended upon those specific dollars of aid. In Cleveland, 

part 6f the aid was for municipal overburden, but most was " ^ 

.,»,.. . ■ . 

compensatory and tied to special services. .Td^some extent, therefore, 
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the special urba^ aid received by Cleveland did not provide fiscal 
relief* ' . ; 

However, because it is impossible to disentangle purposes and 
difficult t'o determine ^whether compensatory aid reall^ finances 
services that would be eliminated if the aid were withdrawn, 
have calculated the dollar amount of special urban a^d to 
the five large cities in 1971-72, however that aid^is labelled* 
This can be compared to what in this report is considered t^he 
bes^t^ avaiTable meas.ure of municipal overburden, namely the higher 
p^ercentages of personal income ♦absorbed^ by "locally-borne" 
local taxes in central cities than in the rest of their^ SMSA's , 
•as shown in Table 4, above. Those excess percentages can be 
converted to a dollar amount. In line (2) of Table fe, the 
dollar ^ amount of special urban school aid is compared to the 
dollar anount of this excess taS burden, for the five cities 
with significant special urbari school aid program^s (hov;ever 
labelled) in 1971-72. .As Table 6 shows, special urban school 
aid was in fact substantial relative to the excess local tax 
burdens, exceeding one-fourth of the small excess burden in 
New York, 30 percent of more substantial excess burdens in 
Baltimore and Detroit and two-thirds of the excess in Cleveland; 
in Philadelphia, the special urban aid equalled the excess local 
tax burden. 
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However, it is important to* recall that the excess local tax 
burdens of the central city residents calculated for 1971-72 
already reflect the impact of the special urlSpn ^chbol aid pro- 
grams • - This is, without the special programs, the excess tax 
burdens would have been even higher, had the city schools spent 
the same amount by raising local taxes even more, The^ effect 
Is shown quantitatively in line (3) of Table 6; the estimates, 
there assume that the degree of tax exporting estimated in 
Appendix B would also apply to ,apy additional city tax efforts. 
As indicated, municipal' overburden would have continued to be a 
minor (if at all real) problem in New York, even, after the 
•adjustment. But in the other cities, the excess local tax 
burden' would have increased' significantly, bringing the tax 
Burden on residents to a level approximately 40 percent above 
that on residents of the surrounding metropolitan areas^ In 
Cleveland, Detroit and Philadelphia. 

Earliex in this report, it was suggested that true resident 
_tax^j)urder in Baltimore, De4:roit and Philadelphia may be ,onl]^ 
marginally 'above the statewide averages and that serious / 
excess tax burden problems may be confined to Cleveland and 

/ , 

St* Louis* Table 6 suggests that special urban school aid/ 

/, 

has been a significant alleviating factor in all this. State 
school finance reforms that signif icantljv increase relative 
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central city tax burdens, for^ example by stripping away the special ^ 
urban aid in the reforming process, could make a problem that seems 
only marginal in some of our cities a serious one, a. point that 
should not be neglected in reading -the subsequent passages of this 
report • 

Full State Fundin g < ' - 

The first,- and simplest, school finance ,equalizin& plan considered 
here is full state funding, in the first instance financed by a 
statewide property fax. A relatively pure full state funding plan is 
assun^., with all existing state-local school funds pooled and 
replaced by a uniform per pupil distribution and a uniform state- 
\ide property tax. The level of program assumed is the existing 
statewide average, in terms of state-local revenue per. pupil., where 
the central city -.in 1971-72 was belQW that average. In the two cases 
in which the city was above the statewide average in this respect— . 
New York and Philadelphia—it was assumed that the statewide average 
Vould increase by the modest amount necessary to maintain- tlie existing/ 
central city per pupil revenue level; the whole exercise necessarily 
lacks realism, but to base a simulation on an assumed reduction in city 
per pupil, revenue seems even more unrealistic. 



] 



6ln this , and some of the other , simulations , the method\ used paralleled 
that used in John J. Callahan, William II. Wilkan and M.iTracy Sillerman 
Urban Srhnni and School Finance Reform; Prom ise an0.ealitiL, National 
Urban Coalinion,- 1974. Somfe, but not all, of the i> resent quantitative 
results are identical with those in the Callahan^/,- ^ken and Sillerman 
study. ^ 
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Table 7 shows the simulated effects of such a plan, as ,of 1971-72. 
It would have made little difference in either tax burdens or 
revenue per pupil in Bos top and Cleveland. In Balitmore, Chicago, 
Detroit and St. Louis, per pupil revenue would have increased, but 
at the' price of a larger percentage increase in school tax rates, 
especially in Chicago. Chicago might be relatively rich enough 
to afford such a plan, but it would be a poor buy for Chicago 
residents. In Baltimore and .Detroit, all the increases are big 
ones; the policy choice posed by the simulation is whether a size- 
able increase in per pupil resources is wotth,so large an increase 
in tax burdens (the policy .choice, of course, is moot for Detroit, 
in view of the August 1973 Michigan school tax reform which in 
factr caused an 4-ncreas.e in both ^ ^..oit 's school resources and Its 
school tax rate) . Given the yery poor fiscal condition of St. Louis, 
it may be questioned whether any Increase in tax burdens would have 
been= a sensible pollcyA choice. Both New York;. and Philadelphia * 

' V ' • ' 

would have e;cperlenced tax increases without additional school 



resources; for PhiladelphVa, the tax ^increase would have been very 
JLarge, a reflection of the" large magnitude of tht* existing urban 
school aid^program, wiped out in* this simulation. ^ 



Full state funding of schools of course could be financed frpm 
traditional state govexmment revenue sources, rather thap a statewide 
property tax; after all, none of our eight states currently relies 
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Table 7. SIMULATED EFFECT 0? FULL STATE FUNDING FINANCED BY ^ 
- A STATEWIDE PROPERTY TAX, AS OF 1971 - 72^ 



Baltimore 


Percent Change 
, in State-Local 
Revenue Per Pupil 


Percent Change 

in Local 
School Tax Rate 


jferce.nc unang^ 
in Total -Local 
Taxes 


+27 


-i_o/. 


-1-1 7 


Boston 


+ 3 


- 2 


- i 


Chicago 


^ +13 


+46 


+18 


Cleveland 


+ X 


+ 3 


+ 1 


Detroit 


+30 


+39 


+12 


New York 




+24 


+ 5 


Philadelphia 




+73 


+20 


St, Louis 


+ 9 


+16' - 


+ 4 



^^sumes ;thaj: full state funding will take place at the actual 1971"-72 
&vel of statewide state-local per;pupil revenue, where this exceeds 
the. central city level, or at the central city level, where the latter 
exceeds the statewide average* Only New York and Philadelphia exceeded 
their state's averages in 1971-72,, and therefore they show no changd 
in the first c6luTnn o"f this table. 
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significantly on the property tax as a source of state government 
revenue.^ It is rather 4ifficult to estimate the consequences 
for central city resident tax burdens of full state funding so ' 
financed. A simplified — and therefore unrealis tic— approach to the 
estimation problem. appears in Table 8. There we assume that all 
Ipcal school t^xes are replaced by additional state taxes 
necessary to finance the program levels assumed in Jable 7. Then 
the geographic locus^ of the added state taxes is estimated on two 
alternative bases, first, in proportion to the city's share of* 
statewide personal income and second, in proportion to the 
Advisory Commission on Intergovernmental Relations estimates of 
*npn-property revenue capacity,** a concept that reflects the 
typical composition of state revenue, sys tems , with significant 
reliance on sales, excise and buss^iiess (as well as personal 
income) taxes. ^ ^ 

As Table 8 shows, on either basis, taxes collet. ^ 'i in the city 
of Boston would decline somewhat under this plan; taxes 
collected in Cleveland would decline on one basis and be 
roughly unchanged on the other. Tax collections in Baltimore 
would decline if the plan were financed mainly by increased 
personal income taxation, but otherwise would increase and 
perhaps substantially; It is thus conceivable that taxpayers in these 



''in no case does 'the property tax provide 'more than 3 percent of 
state government tax revenue nor do state-collected property 
taxes amount to more than 5 percent of total state-local property 
tax collection in any of the eight states. 
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Table 8- FULL STATE FUNDING FINANCED BY NONPROPERTY TAXES 
AND CENTRAL CITY SCHOOL TAXES, AS OF 1971 - 72^ 

Additional State Taxes Imposed t:o Finance Schools 
Collected in City as Percent of /Existing 'City 
Local School Taxes, with Distribution of State 
Taxes Estimated on the Basis ofi: 



Citx 

Baltimore' 
^Boston 
Chicago 
Cleveland 
Detroit 
New :York 
Philadelphia 
St. Louis 



Personal Income 
Shares 



92 



85 
116 

69 
143 
163 
129 
114 



Reyenue Capacity 
Shares^ 



Jl55' 



87 



168 



241 



^See footnote (a), Ta>le 7, fbr description of asjsumed level of program, 

brnat is , assumes that incremental state taxes will be proportional to* 
'personal income in the^'city and^ts state. f ^ 

^That is, assumes that incremental stat^ taxep will be proportional 
to the revenue capacity (excluding property ta^es) of the city and^ 
its state,, a^ estimated in Advisory Cbmm_ission| on Intergovernmental 
Relations, Measuring the Fiscal Capacity and Effo rt of State and Local 
Ar^eas (Information Report M-58, March 1971) - jDetrdit revenue" capacity 
estimated by theAauthor of this report. 
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three cities might benefit significantly from full state funding 
so financed; as noted earlier, full state funding financed by a 
statewide property tax would have had only trivial or equivocal 
results in these same cities. 



'1 



ax collections would increase in all the other cities however 

full state funding was financed. Taxpayers in Chicago an3 

Philadelphia would be better off wi'th ^nonproperty tax financing 

than with a statewide property tax, although they would be hurt 

badly in either case. The statewide property tax is a better deal 

for Detroit and New York taxpayers. In St. Louis, the outcome 

8 

depends on which nonproperty tay.es are used. 

Two important cautionary observations are in order at this point. 
First, there is no system of additional state, government * ♦ 
financing of schools that will fail to involve tax collections in 
the large cities that amount ot sizeable fractions of the 
additional amounts to be raised:. Thus, for example, if /the state- 
:f inanced share of school finance is increased in i;,llinois , 
taxpayers in Chicago are likely to face' tax increases, not re-^ 
ductions, unless the Chicago City School District receives, as 
school aid, considerably more than one-third of the total 
additional funds distributed. It is misguided to believe that 
state government financing by itself—without regard -to the way 



8 ^ 

The figure for St. Louis in the second column of Table 8 is 
suspect, for a number of reasons, including the rapidity of 
the central city's economic decline in the years since the 
dates to which the ACIR estimates apply. * ' 
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in which the funds are distributed — ^must be advantageous or 
detrimental to the- cities. 

Second, and to some extent contradicting the firsc point as well 
as the implications of Tables 7 and 8, there can be long-term 
advantages to central city economies even if statewide financitig 
produces short-term increases in the taxes collected from central 
city taxpayers • Over ^ time, central city economies have been 
declining relative to the rest of their states and, moreover, 
uniform statewide taxes, even if high ones, are les^s damaging to 
the competitive position of central cities than differential taxes • 

Power Eq ualizing 

A pure power equalising plan assures that a given local school 

^ ' I - 

tax rate will yield a specified amount 'jf revenue per pupil, 

regardless of the size of the local tax base. The simpli-fied 

plan simulated here, shown in^Table 9/ indicates, first, what 

would have happened under the plan to revenue per pupil if the 

local school tax rates existing in 1971-72 had been maintained. 

Only in Boston is there an* increase, and a small one at that. 

There would have been small declines-in Cleveland, Baltimore, 

St, Louis and Detroit and /large declines in New York, jaiicago 

and Philadelphia; in Fliiladelphia, the decline would have been 42 

percent, Tlie second qolumn indicates the percent change in tax 

rate required to have Icept per pupil revenue at precisely the 

•., . / 
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Table 9. SIMULATED EFFECT OF POWER EQUALIZING FINANCE 
PLAN, AS OF. 1971-72^ . . 



City 


Tax Rates 


Baltimore 


-5 


Boston 


+5 


Chicago 


-23, 


Cleveland 


-2 




V 


Detroit 


-7 


New York 


-17 


Philadelphia 


-42 


St. Louis 


-6 



Percent Change in 
State-Local Revenue 
Per Pupil, Holding 
Existing Local\ School 



Percent Change In 

Local School^ 

Tax Rate Required 

to Maint.un Existing 

Revenue Per Pupil Level 



+5 

-5 
+29 
'■+2 

+.7 
+21 
+72 

+7 



( 



^Thls is a pure proportional power equalizing plan^ without con- 
straints, ceilings or "savp^armless" /provisions ," that simply 
redistributes the entire ex^fing pool of funds* 

''Put in other terms, ' colurpn shows the -^tate-local revenue 

per pupil guaran^eed^* the actual 1971-72 local school tax 
* rate under the plan, 'diyi-ded by the actual revenue per pupil 
(expressed in^rcenjt) , less lf)0. 
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level ^tually existing in 1971-72. The results are, of course, the 
obverse of those in the first coluir.n, \dLth highe' tax rates everywhere' 
except in Boston and* a hu^a percentage increase in Philadelphia, 

\ ' ■ " ■ 

Suppose now that legislatures, whether for reasons of political 
.necessity or si^.^^o.^ concern for the big cities, provided for special 
' urban aid to the large city schools from state fundy that were outside 
the power equalizing plan, We show the consequences of this revised 
scheme in Table 10. The urban aid specified in that table Is the amount 

actually provided by the urban aid programs included in Table 6, above, 

X 

and discussed in the text earlier, or $50 per pupil, which ever is the 
larger amount.^ Under^^this plan, Boston, and Cleveland gain significantly, 
, compared to actuc^l 1971-72 ^experienbe, Detroit, St. Louis and Baltimore 
gain, but to a very modest degree. Chicago, New York and Philadelphia 
continue ta be substantial losers aibeit to a lesser degree than under 
the plan depicted in Table 9, with either sizeable revenue declines at 
existing tax rates or siz6able teL rate increases required to maintain 
exis ting revenue levels . / 

* - ' '■ I r \ 

It may be presumed that states adopting power equalizing plans in the 

i ' ' \ 

future will emulate to some extent the Michigan- program adopted in 1973. 

I 

If-, as in Michigan, they provide^ a high guarantee level (per pupil 
revenue yielded by a given cax/rate), such plans are likely to result 
in significantly increased per/ pupil ravenue in large cities because 
what econoMstS' refer to* as the ^'tax-price" of a dollar of school 

' ' " <^ • 

Obviously, different levels of urban ^id could be used in this simulation. 
The ones chosen. seem reasonable in the light of existing practiices m 
1971-72. ^ . J . ' 
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Table 10, SIMULATED EFFECT OF POWER EQUALIZING FINANCE PLAN 
WITH SPECIAL URBAN AID PROVISION'., AS OF 1971-72^ 



Baltimore . 
Boston 
Chicago 
Cleveland 
.Detroit . 
New York 
Philadelphia 
St, Louis 



Percent Change in 
, State-Local Revenue 
Per Pupil, Jlplding 
Existing Local School 
Tax Rates Constant^ 



+10 
-17 
+16 
+2 

-16 
+1 



f Percent Change ^ 
in Local School 
Tax Rate Required to ^ 
Maintain Existing 
Revenue Per Pupil Levels^ 

-1 

-10 

+22 

f 

. -16 
-2 

+17 ' » . 

+28 

-1 



Less than 0,5 percent, 



^This is the plan depicted in Table 9, except that from sources 
outside the plan the state government provides special urban aid 
(of the types included in Table 6) at the levels existing in 
1971-72 or $50 per pupil, whichever is the greater. 

^.Revenue per pupil guaranteed by the actyal 1971-72 local school tax 
rate, plus the special urban aid noted in (a), above, compared to 
actual 1971-72 revenue per pupil, 

CLocal school tax rate required to maintain 1971-72 revenue per pupil 
levels excluding the special urban aid amounts noted in (a), above, 
compared to the' actual 1971-72 local school tax rate. 
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revenue will be lowered — that is, local tax effort for schools will 
be a better buy than it has been, at least in most cases. But as ' 
'Table lO'irwplies — and as the actual experience of Detroit under 
the 1973 l£iw demonstrates — large increases' in revenue per pupil 
are likely to require significant increases in local school tax 
rates, 'nven in the presence reasonably generous spec^^/urban 
aid provisions* None of our cities could have achieved an increase 
in per pupil revenue in 1971-72 of more than lu percent, under the 
power equalizing plan depicted in Table 10, without increasing 
local school tax effort. 

Percentage Eq ualiz ing 

Percentage equalizing plans explicitly distribute state aid in 

Inverse proportion to per puoil property values in the districts 

within the state. The pure form simulated here is a simplified one 

that differs from any existing state system (such as that in 

New York) in excluding all sorts pf special features and exceptions, 

including, minimum- level flat grants (among other things). The 

calculations in Table 11 simply redistribute the pool in inverse 

relation to* property values, holding constant the state share in 

the averagfe^ wealth district and recognizing for aid^ calcula^tions 

only expenditure (defined here as state-local revenue per p^upil) 

*'up to the existing statewide average in 1971-72. llie first column 

of Table 11 shows the impact on revenue per pupil, holding local 

<f » 
school tax rates cor x int, had ^ such a plan been in effect in 1971-72 



182 



Table ll. SIMULATED EFFECT OF CONVENTIONAL PERCENTAGE 
— teJUA^IZING FINANCE PLAN, AS OF 1971-72a 



Percent Change in 
State-Local Revenue 
Per Pupil, Holding 



Percent Change in 
Local School Tax 
Rate Required to-^ 



Existing Local School Maintain Existing Revenue 







Per PuDil Levels 


Baltimore 


+22 


-36 


Boston 


■ +3 




Chicago 


-11 


:fl7 


Cleveland 


+5 


-5 


Detroit 


A 


-2 


.New York 


-6 


+11 


Philadelphia 


"J 


+29 


St. Louis 


-3 


+5 


Less than 0.5 percent. 







^This is a percentage equalizing plan that redistributes the entire 
existing pool of funds, with the state share of revenue in the average 
wealth district maintained at existing levels and city revenue per 
pupil consciained to the average statewide level, for calculation o^ 
state aid. 
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and the second column shows the obverse, the impact on tax rates 
' b!ad existing revenue levels^ been held constant. 

I 

Baltimore"*' would have had a substantial increase in revenue or 
reduction in tax rates. Cleveland, Boston and Detroit also would 
have gained, but to a small extent. St. Louis would have lost 
modestly, while New York, Chicago and PhilajJelphia would have been 
heavier losers. But, comparing Table 11 with Table 9, seven of the 
eight cities would have been bigger gainers or small losers under 
percentage equalization than under power equalization (Boston fares 
roughly 'the same in both schemes). The most striking change is in 
the position of Baltimore, a loser under power equalization, but 

a heavy gainer from percentage equalization. 

/ 

The fact that, e\3n without the special urban aid features that 
already -exist (much less expanded ones) , ^percentage equalizitig is 
' . less damaging or* more beneficial than either of the other refo^s 
simulated suggests that adding special urban aid to a percentage 
equalizing plan-ma;^ create .a system that will, benefit large cities. 
This is borne out Table 12, where once again we add special- 
urban aid of the types included previously, either; he urban aid 
existing in 1971-72 or $50 -per pupil, whichever is the greater. . 
Doing^this makes all of oiir cities, except Chicago and New York, 
gainers. Some of them gain handsomely. It should be noted that 
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Table 12. SIMULATED EFFECT OF CONVENTIONAL^ERCENTAGE 
EQUALIZING FINANCE PLAN WITH SPECIAL URBAN 
.AID PROVISIONS, AS OF 1971-72^ 



Percent Change in 
State-Local Revenue 
Per Pupil, Holding 



Percent Change in 



C ity 



Existing Local School 
Tax Rates Constai.t^ 



Local 'School Tax Rate 
Required to Maintain 
Existing Revenue Per 
Pupil Levels^ 



Baltimore 
Boston 
Chicago 
Cleveland 
Detroit 
New York 
Philadelphia 
St. Louis 



+28 
+ 9 

- 6 
+22' 

'+10 

- 3 
+14 
+ 4 



-52' 
-13 
+10 
-25 
-18 
+ 6 
-47 
- 5 



\ 



^This is the plap. depicted in Table 11, except that from sources outside 
the plan the state ^^overnment. provides Special urban aid (of the '.ypes 
included in Table 6) at the levels existing in 1971-72 or $50 per pupil, 
whichever is the greater • 

^Revenue per pupil guaranteed by the actual 1971-72 local school tax 
rate\plus the special urban aid noted in (a), above, compared to actual 
1971-72 revenue per pupil* 

^Local school tax irate required to maintain 1971-72 revenue per pupil 
le-Cels excluding the special urban aid amounts noted in (a), above, 
compared to the actual 1971-72 local school tax rate. 
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for the three cities that gain the most, Baltimore, Cleveland -and 
Philadelphia, the Table 12 calculations reflect the impact of* ^ 
actually existing urban aid in 1971-72. That is, had those three 
states had a simple percentage equalizing system in 1971-72 
together with the existing urban aid programs, these cities would 
have improved their positions greatly. That improvement alone 
would have virtually eliminated any real excess local tax burden 
in Baltimore and close to one-half of the true excess tax burden 
iji Philadelphia and Cleveland. 

The improvement provided by such a plan would have^been r^her 
modest in St. Louis, which is disappointing in the flight of the 
extremely poor relative fiscal position of that city revealed by 
Table 1, above. Its very large excess tax burden would have been 
negligibly reduced by tfiis school finance plan. Indeed, it is 
doubtful that any conceivable school finance system can have much 
of an impact on the excess tax burden .in St. Louis. Percentage 
equalizing combination with special urban aid of $350 per pupil, 
seven times larger than is assumed in Table 12 and fa^ above any 
existing urban aid program, would have reduced the St. Louis 
excess tax burden by only about one-third. 

\ . . 

As noted, Chicago and New York fo lose moderately in Table 12. 
However, we have concluded previously that there is no real excess 
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tax burden problem in those two cities. Consequently, the plan 
simulat^ in Table *12 seems seriously at fault in our group of 
cities only for St. Louis, and evfen in St. Louis the problem is 
not one of losing out>» B'ut rather not gaining enough. 

"Circuit-Breaker" Property Tax Relief « 
Another avenue to resolution of the problems with Vhich this _^port 
is concerned is the introduction of measures to relieve high cen- 
tral city tax burdens directly, rather than through adjustments in 
'the.<<^stem of school finance. Alternatively, if equalizing school • 
".finance systems that will increase \.arge-city t^x levels are being, 
consiclered, general property tax relief schemes adopted at the 
4ame time in- a given state might serve^ to minimize ^ne damage done 
by such school finance reforms. 

•" ■ ■ ■ , 

Within a ver^ f ew years, about half the states have adopted a variant 

of the "circuit-breaker" scheme for residential property tax relief. 

Most of these apply solely to the elderly < but in a few states., 

including Michigan, the plan extends to all age groups. The essence 

of- the circuit-breaker is that the state government provides rebates 

(in cash or^as a credit agafnst state personal income tax liability^ 

where there is' any income 'tax liability) of property tax payments • 

that are deemed to be excessive in relation to household income. 

Usually, a threshhold is defined, 'a percentage of ^income above 

which property taxes are considered excessive (the threshhold may ^ 
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decline as income increases); in most cases, only a percentage of 
the excess payment is rebated and there is a dollar ceiling on the 
rebate, designed both to hold down program costs and keep from 
paying large rebates to high-income i.w^seholds that happen to own 
property with extraordinarily high tax liability. In most casea, 
renters as well-as home owners are eligible for rebate. This is 
handled by" assuming that some specified percentage of rental pay- 
ments consists of property taxes borne by renters. 

In Appendix C, we present a detailed discussion of the calculation 
of estimates of, the value of a circuit-breaker, rebate plan modelled; 
on the Michigan law in each of our eight cities and surrounding 

metropolitan areas, as of 1971-72. That discussion (and Table C-1 

) ^ 
of the Appendix) shows that the plan can indeed pro\ide significant 

•tax relief: the rebates in the aggregate amount to 20 percent or 

more of total residential property tax payments in four central 

V 

cities (Baltimore, Boston, Detroit and Philadelphia) and between 
13 and 16 percent in the other four cities. The aggregate rebates 
range from 6 to 17 percent of residential property tax payments in 

the outside-central-city parts of the SMSA's, The relative size of 

t 

the rebate thus does tend to be considerably higher in' central cities 
'than in suburbs, a consequence of both lower incomes and higher 
effectJ-'e property tax rates in central cities in most (but not all) 
cases. 
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Nonetheless, the rebate^ sums are substantial in the outside- * 
central-city areas. This has two implications for this report. 
First, if a circuit-breaker program is urged primarily as a devise 
to relieve central city tax burdens, such relief will costs state 
governments substantial .additic^al sums for the relief of tax 
burdens .outside the central cities, . In short, it may not strike state 
governments' as a cost-effective way of hej.pirig central city tax- 
payers* Second,* a circuit-breaker program of the dimensions 
explored here d^es not do much to reduce differentially high 
central city tajc burdens: the size of the rebate is small relative 
to the differential in burdens (except where those differentials ^ 
are themselves minor) , and the rebate amounts do not differ enough 
among city and suburbs to make much dent in the problem • Indeed, 
in most of our SMS.A.^s, the dollar amounts of rebate total more in 
the suburbs than in the central city. 

This is illustrated by our two worst-off central cities. For 
St. Louis, a reduction of roughly $39 million in locally-borne 
local taxes would have been necessary to bring central city tax 
burdens relative to personal income down to outslde-central-city 
levels in 1971-72. The . circuit-breaker plan used here would have 
redu^ the central, city tax burden by less than $6*million; ^ 
moreover, it would have reduced the outside-central city tax burden 
by. $19 million. In Cleveland, the circuit-breaker simiJ.arly would 
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have widened, not narrowed, the tax uurden differentials*. There 
was an estimated central city excess tax burden* of* $27 million 
in 1971-72 • The circuit-breaker would liav/ provided $7 million 
in rebates for central city residents and $10 million outside the ' 

I 

■ central city. Baltimore provides <• the only case in which the 

' \ 

circuit-breaker would do a significant! part of the job of reducing 



tax -burden dXf£erentlars'Xs*5'me^ over one-third) • 



Even if the circuit-bre'aker offers little help on this score, it 

f - 
■ ^ if 

might be considered desirable as a means to help lower-income 

•1 . / ' ' , 

central city households with particularly high tax burdens • It is 
of some use in this regard. In all of " our central cities ,'^more 

- ' ■ ■ I 

than half the tax relief goes to households, with incomes of less 
than $10,000, although there are only three cases in which two-thirds 
or more goes to such households. However, most of the outs ide- 
central- city rebates generally goes to over-'$10,000-income households. 
Moreover, the higher the aggregatej amount of rebate relative to 
residential property tax collections, the higher the proportion of 

f " 4 

I 

aggregate rebate received by better-off households* Thus, even as 
a means of helping the least wellroff, the circuit-breaker is flawed 

■ 1 

— it does so only at the price of devoting substantial state funds 
,to tax relief for above-median-iticome households* A more restrlc- 
tively designed circuit-breaker j(sucMas that existing in Vermont) 

I 

could concentrate the relief more on lower-income households, but 
such a plan woulci provide even less aggregate tax relief for the 
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central cities. ^ 

e 

Finally, the circuit-breaker can be considered largely as something 
to be iL.*:roduced along with school finance, reforms, to offset the 
tax r;ate increases that such ref orms'might produce in; the central 
cities. Because of the threshhold for eligibility, circuit-breaker 
rebates under a given plan increase ver^' rapidly when effective 
tax rates rise.^^ Thus, in most cases, introduction of a circuit- 
breaker like the Michigan one would more than bffset the tax 
increases indicated in Tables 7, 9 and 11. But it would take. a 

large amount of state money to do so, because so much of the rebate 

s 

would go to raxpayers outside the central cities. 

In sunnnary, the circuit-breaker is a costly, and not necessarily 
effective way of coping with the general problem of high central 
city tax burdens. A carefully designed and relatively restrictive 
circuit-breaker can be effective in reducing the very high resi- 
dential property tax burdens that some low-income households 
confront, of particular utility in places like Baltimore where 
there are many low-income' homeowners occupying grossly-overassessed 
properties which therefore bear high effective property tax rates. 
Also, introduction of a circuit-breaker can provide absolute tax 
relief for city residents, even if not relative tax relief, and 

l^The calculated elasticity of the aggregate rebate as a percent of 
total residential property tax collections with respect to the 
effective rate in this plan is 0.8,.. which suggests, for^xample 
that a rise in effective property tax rates from 2.50 to 2.75 
. percent would increase the rebate percentage from 15.0 to 16.2 
percent. ^ 
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therefore might have some attraction at a time when tax- increasing 
measures are being instituted. , 

Homestead Exemptions 

Homestead exemptions, usually taking the form of an exemption of 
a specified dollar amount of the assessed value of an owner-oc- 
cupled house from property tax, have existed for many years in 
this country. At present, about half the states, including some 
of those with circuit-breakers, provide some type of homestead 
exemption. They are mixed bag. Some are restricted to the 
elderly and/or have income ceilings. Some have companion provi- 
sions applying to renters, although most do not. In some cases ^ 
the state makes up the tax revenue lost by the exemption, while 
in others, the exemption simply reduces the local tax base, period. 
In most states, the nominal value of the exemption is small, but 
in some the average ratio of assessed to market value is so low 
that the exemption, expressed in assessed value terms, is a lalge 
fraction of the market value of the average owner-occup-<.ed*^ house. 

It does npt seem worthwhile to make elaborate city-by-city calcu- 
lations of the quantitative impact of homestead exemptions. Instead, 
we consider the issue, here in looser terms,, since tl>e impact ol a 
homestead, exemption of a given form will be similar amdng the cities; 
the' variations in form are perhaps the more important 'triable.* 

As the base case, consider' a homestead exemptibn seb ^t a level below 
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the assessed value of nearly, all housing units, so that the dollar ^ 
value of the exemption differs ainon| households dtij^ to^ the extent 
that property tdx rat.o differ. The base case is further defined 
to be a state-financed exemption (with nonprop>.rty" taxes used for 
this purpose) that extends to all ages and income groups, and 
formally treats homeowners and renters equally. That is» if owners , 
receive a $1,000 exemption, renters are paid a rebate during ene 

year equal to the tax rate times $1,000 in property value.. In 

• * • . ' 

this case, the "State is in effect> paying to each household in the 

state a^grant that differs only b^ the variation in property tax 

rates. ^Because in six of our eight cities, property tax rattfs 

are above the respective statewide averages, .the J^eriefit/per ^ 

household will be higher in the cental city than elsewhere in the 

state;. Because central cities have Relatively small household 

sizes, the benefit per capita will be eyen more differentially 

high in the central cities. Because per capita imcpme is lower in 

« 

the central .cities than statewide^ in mo^t of our cities, the b'ene- 
fit as a percentage of per capita is likely to be very hi^ iitdeed, 
relatively, in the central citie§. In fact, the exempVi^n program 
described here as the base case amounts to a percentage of petsonal 

income above the statewide average in all our ci^ties, even in 

, ' & 
New Yorlt^^^y with 4ts below-average property tax rate^. 

; ; In ' ' 

Within any taxing jtir^sdiction— the city or a suburb— the benefit 



193 

is entirely distributed in proportion to the number of households, 
which means that low-income households will get a sizeable frac- 
tion of the total benefit and, since the benefit amount is equal 
among all households, it will be a declining fraction of income 
as income rises • This then is a pro-poor program, even^ without 
imposing income limits. 

The picture changes radically if the program is restricted to 
owner-occupants, as is done in most of the states with homestead 
exemptions. Because renters are more important in the central 

cities than statewide, a considerably, smaller fraction of the total 

/ 

benefit accures to central city taxpayers; the extreme case is 

/ " 

New York, where the city's share of the total benefit drops from 

/ 

42 percent in the base case to 21 percent in ^this case. And 
because renters are on the average poorer than- owner-occupants, low- 
income households will get a fairly modest share of the total 
benefit and the .program will be only slightly pro-poor (although it 
will remain highly favorable to poor owner-occupants, especially 
those living in high-tax areas within a state; Baltimore is again 
a case in point). 

While it is discriminatory to exclude renters entirely from property 
tax relief benefits, there is little economic justification for 
assuming that all taxes on rented housing are borne by tenants. If 
these economic realities are recognized in the program diesign and 
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some lesser tax relief is provided for renters, then the results 
are intermediate between those of the base case and those in the 
homeowner-only case. That is, the tax relief benefit .per capita 
and relative to p rsonal income in most of our cities will not 
exceed the statewide averages, but only in New York will the e 
measures fall vjell below the statewide averages. The incidence of 
the benefits will be pro-poor on balance almost everywhere. 

These observations apply to a state-financed program. The more 
common approach is for the state to authorize or require homestead 
exemptions, wiirhout any provision for state financing. Such a 
program does not reduce central city tax burdens, but merely shifts 
them among properties. •'■•^ The shift will be to business property, 
±i all housing qualifies for the homestead exemption, a shift which 
on balance may be biased in favor of lower- income households; 
moreover, the consequences witl also be to shift the tax burden 
within the residential property class from lower^value to higher- 
value housing, which may be considered an advantage especially 
where the high-value ^housing is relativdly under-assessed. However 
if the homestead exemption is confined to owner-occupied housing, 
the shift in local tax burdens in central city will increase taxes 
oh renter-occupied housing, which is on balance a regressive shift. 

■'■''■To be sure, the shifts may increase the possibl/lity of tax 

exporting,, at least in the short-rur but it is doubtful whether 
any observer would treat such a program as providing significant 
-help with whatever municipal overburden problem is thought to 
exist. 



In short, it is possible to design a homestead exemption program 
that differentially ,benef its central cities and is pro-poor in its 
effect • But the more, conventional design can easily have opposite 
effects on both counts. There is a more general question, however: 
is any homestead exemption the most suitable way to achieve any of 
the ^oals sought? Unlike the circuit-breaker, in which there is 
at least an attempt to scale the tax relief offered to the level of 
individual tax burdens relative to household income, the homestead 
exemption does not directly reflect relative burdens. The ideal 
form, the base case, amounts largely to a flat state grant per 
household that is independent of both, income .and housing consumption, 

y 

It is diff icult to understand why a state shouj-d go through the 
elaborate homes^tead exemption .procedure in order to disburse what 
amounts to a flat grant per hpuseholdr-it would be far simpler to 
make such a grant directly:, through a state's personal income tax 
system. If the purpose is to shift the property tax away from 
residential property, then that too can be done more directly and 
with surer beneficial consequencgis^ at least for the residential 
housing stock in central cities. And if the purpose is to shift 
local government costs, to the state, then there are tried and true 
methods for doing so, namely Increased state aiid to local government 
for general or specified purposes. We conclude that the homestead 
exemption at best is an inferior substitute for more direct and 
purposeful means of achieving public policy goals. 
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CONCLUSION: POSSIBLE SOLUTIONS 
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It is best to begin this section with the negative findings of 
the preceding discussion: 

1. Not all large cities in .the Northeast and Ncrth Central 
regions presently confront seriously excessive local tax burdens, 
relative to the rest .af their states, although most of them do 
(apparently including most of the large cities in these regions 
not examined here, like Buffalo, Newark and Pittsburgh) . Boston, 
New York and Chicago stand out as central cities in which this 
problem is more apparent than real .under present conditions, 
although continued^ relative economic deterioration of the .central 
cities can and probably will change this in time. Moreover the 
fact that such cities do not how have a slgnlfiicant municipal 
overburden problem is no justification for school iinance reforms 
that produce large increases ifi: city school taxes, relative to 
school taxes elsewhere; in a state,, for such re forms can create ' 
an excess tax burden .problem where none now exists • 

2. Full state funding in a: fairly pure form Is, from the large- 
city point of view, the least attractive of the major school 
finance reform plans examined, but it sepis especially unattractive 
when financed by nonproperty taxes rather than a statewide property 
tax. This conclusion stems from both the. quantitative material 
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examined earlier and another reason not mentioned heretofore: 

> 

-the disruptive effect of so massive a change in a state-local 
tax system as abolition of all school property taxes. There 
is something to the maxim- that an old tax is a good tax. Most 
of the economic adjustments to it have long since been made; 
its replaC^ent by a collection of large hew taxes will give 
rise to the need for a whole set of, new adjustments, not all of 
them predictable an^ many of them unfavorable. Repeal of school 
property taxes will provide major windfall gains to some property 
owners, many of whom are unlikely beneficiaries of deliberate 
public subsidy. A statewide property tax with suitable reforms 
andi relief .provisions, providing some degree of statewide equali- 
zation of effective property tax rates, seems very much preferable 
to abdtition^^of school property taxes and =their abrupt replacement 
by ihigher. state taxes on consumption expenditure and/or business 
and ^personal income. This is-not to argue that the iproperty tax 
is a superior tax instrument, but rather that its abrupt replace-- ^ 
ment would be bad^ policy . A gradual diminution of its role in 
-Meirican publtc finance, continuing the long-term trend in that 
direction, is quite another matter . 

3. The problem of excess large^city tax burdens cannot be resolved 
by the* popular property tax relief devices , like the circuit-breaker 
and homestead exemptions, simply because these measures do hot 
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necessarily aid central city tax payers a4.f ferentially. A 

'X . ' i 

carefully designed circuit-breaker may be usfe|ul in dealing wxth 
-high property tax burdens confronted by indivi^^ low-income | 
households, wherever they live in the state, but that is the only 

sensible public policy objective to be sought vi^a the circuit- 

i \ 

breaker. Homestead exemptions seem a poor choicfe as a mean^ of 
achieving any public policy objective.- 

Turning to. the positive findings. It is clear th^t any pure-form 
school finance equalization plan will be unequivocally beneficial ~ 
in a fiscal sense --only for large cities with .per pupil property 
values below the statex-zide average and school tax effort above 
the statewide average. Among our eight 7cities, only Boston had^ 
these characteristics, but there are-other cities that would qualify,^ 
notably Newark. It is also clear that adding special urban school 
aid to any^pf pure-form school finance equalization^ plans will make 
it fiscally more attractive, and the more generous. the special aid, 
the more this will be the case. For example, every one of our 
eight cities would be a significant net gainer if a pure-Jorm^ 
percentage equalizing^plan^ were combined with special urban aid as 
generous (on a per pupil basis) as that provided Philadelphia in 
1971-72 i As noted earlier even with the^ far less genero'us pro- 
visions simulated in^ Tabie 1?^, alrl the cities iexcept Chicago and 
New York are gainers.= 
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There is^a fundamental policy problem, however, with special 
urban aid designed to deal with whatever municipal overburdea 
may exist in the large cities* -In a very real sense, such state 
aid is not school aid at all, but rather aid occasioned by and 
designed to help finance non-school public services. This is 
obvious for cities, like New York, /Boston and Baltimore, without 
independent school districts; in such places, any external aid 
that is not explicitly granted as reimbursement for part or all , of 
the costs of narrowiy-defined categorical prpgrams in reality goes 
into a central pool and serves to alleviate overall fiscal problems 
C(the leakage problan exists even for narrowly-defined categorical 
programs, to some extent) i But even where the school district is 
independent, a lowering of the school tax rate permitted !by special 
?ur^bM aid may n^^ result in high school outlays, only a reduction 
in overall tax burdens. Indeed,, reduced taxation f or schpols may 
do no more than permit increased taxation for other purp^osfes. 

Since ;the special, urban aid is in fact caused by non-school burdens, 
none of this may :be objectiojnable to proponents. Nonetheless., there 
are objections The first is a ^political one: how/ receptive ''are 
legislators to school aid-proposals seen: by th^ as doing no more 
^tharii inflating large-city non-school payrolls? Second,, it Is 
seldom good policy to try to do good by stealth, which in effect 
this form of school aid does ; all top often, round-about approaches 
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to the solution of a given public problem produce entirely unin- 
tended toxic side-effects in the course of the necessary and 
inevitable legislative , compromises. Third, once vje depart from 
school costs and school resources as measures of school aid, there 
are no rationales on which to hinge school aid formulas: why a 
$50 4>er pupil "density correction" in Baltimore? Why^not $10, 
or $250? To be sure, an apparent rationalization can be offered 
in an elaborate multi-factor formula, each factor of which has 
something to do with the existing fiscal situation, ^ut there 
is no obvious reason why more, rather than fewer, factors should 
be employed:, nor any ohyious reason for the. specific formulations 
of the factors or their weighting. One must suspect that such 
formulas are really designed ex post , to provide the dollars of 
aid that have been more or less arbitrarily /fixed in advance. 

In short i the conclusion here is that analysis cannot support 
special urban a iH as any kind of xeasoned= solution to the basic 
problem addressed. However, this conclusion does not linply th'at 
the only possible outcome of equalizing state school f ifiance 
reform is the worsening of the fiscal position of those large 
cities= that have serious= excess t£^ burdens even now* The 
simulations: earlier in this report were based on the numbers of 
pupils, pure ^atid: simple, implicity assuming either that program 
costs per pupil are equal throughout a state or that the state 
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is indifferent to differences in program costs. Once it is 
accepted that the state school finance system shou^ld recognize 
cost differences, the outcome of an equalization pian can change 
radically 3 ' 

The conceptual distinction between municipal overburden aid and 
aid to compensate for cost differentials was alluded to earlier , 
in this report. This distinction is muddy in practice, although 
it need not be.« One way o£ illustrating the potential impact 
of combining recognition of cost differentials with equalization 
plans is to consider the National Education Finance Project 
"needs weighting," admittedly a rather extreme set of estimates 
of the higher costs of schooling in large cities. We .have 
applied these weights to tlve of our eight cities and adjusted 
per .puptl property .values (that is, increased the nmnber of 
^pupifls by which values were divided) accordingly.. Once this is 
done (and the statewide property value averages appropriately 
adjusted):, it makes both power equalizing and percentage equali-- 
zatioh highly fayprable to all five cities. 

For example, in Table 9_, it was shown that power equalizing in a 
pure, simplified form w^^ resulted in school tax increases 

of moderate proportions in Cleveland, Detroit and St. Louis, to 
guarantee the same level of revenue as existed in 1971-72, a 
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large school tax increase in Chicago and a small decline in 
Boston, "-'With the NEFP weights, there would have been large 
school tax reductions to yield the same rev.enue in all five 
cities, ranging from 19 percent in Chicago to 34 percent in 
Cleveland, Similarly,. Table 11 shows that simple percentage 
equalization would have reduced school taxes-, holding revenue 
constant, by small amounts in Boston, Cleveland and Detroit, 
wit1i a small increase in St. Louis and a large one in Chicago. 
With the NEFP weights, there would have been very large school 
tax reductions, ranging from 25 percent in St. Louis to ^38 per- 
cent in Cleveland:, Indeed, the NEFP weights do a lot more for 
these cities ''than does, the variant of special urban aid simurated 
in Tables 10 and= 12^ . , " 

This weighting for cost differentials also-has a powerful effect 
on the outcome of full state funding. Recall that in= Tab^le 7, 
full state funding produced school tax increases in: four of these 
five cttles, and =a ismall reduction in Boston, with revenue per 
pupil increases in all cases. Adding the NEFP weights to the 
calculations results in school tax reductions in four of the 
cities land a virtually unchanged school tax rate in Detroit-*^ 
but Detroit receives nearly 40 percent more revenue per pupi^l at 
this constant tax rate. 
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On balance, a rather conventional set of measures is attractive 
as the preferred solution for the problem addressed here: or- 
-dinary percentage equalization combined with a set of weights 
■that fully reflect cost differentials. Both concepts, percentage 
equalization arid cost differentials, have wide acceptance, are 
readily understood and, however difficult, can be expressed in 
non-arbitrary quantitative terms. 

Alttiough the arithmetic of percentage equalization seems advan- 
tageous to our group of cities — compared to power equalizing 
and full: state funding -- It is appropriate to write a few words 
in defense of both these alternatives. Both represent rigorously 
logical vrays to achieve goals dictated by alternative value 
systems, goals that in(^lude a substantial degree" of equalization 
of §chppl resources- and, if cost dif ferentials are recognized, 
attenti^'n to the overatl fiscal problems^of the large cities. 
The vklue system underlying power .equalizing arrangements is that 
recognition of differences in local preferences regarding educa- 
tlon is highly important,: provided thattt&cal preferences are 
rendered independent of tax base differentials by appropriate 
state guarantees pf the yield of a specified tax rate (or rates), 
-if it is agreed/ that local preferences should be permitted, to 
affect school finance outcomes, then power -equalizing is a highly 
efficient means -- in the ecphomist's broad= definition of 
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f^lci^ncy — of doing this. It provi'des for rather direct 
recording of voter preferences. \^ 

Tvi theory, percentage equalization can be designed to work in a 
.way similar to ;powels-ejquali2ing in reflecting local preferences, 

\ ' J ■ 

- albeit somewhat less directrly. . However, a percentage equalization 

^ ''^N^ t'pri^Tf'with a low ceilin'g on the school expenditure per pupil recog- 

hized for state aid calculations and/or a high minimum grant to 
riclt districts will be highly inerf icient^^lative tofpiost power 
eqti'alizing plans considered or adopted. Thus, provided that the 
lar^e cities xarT^be^^ot^^cted from actual fiscal damage by re- 
^cognition ^of* cost dif ferentials, a: strong advocate of local 
choice should -prefer power equalizing, even though it is hot 
quite as beneficial to large cities ''as is percentage equalization. 

The value system underlying full state funding ^hoTds that educa- 
tion is simply too important to permit mucb rein ;tp local' choice 
vrithin a state. If this belief predominates , then' f^^ 
funding, with appropriate recognition of cost differentials is the 
right system, despite the fact that the l^rge cities do^ not fare 
as wetl as under other systems. Moreover, It is possible tp ^ 
argue that the fiscal disadvantages to the large city under f uli^ 
*» state funding are illusory. A rigorous full state funding pl^n 

in time should provide for so much, uniformity that the whole 
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system of school^^-inance becomes a state one and is no longer . 
any element of local government finance. 

The analysis in this report arid in nearly aJl ission of 

^^hool finance reform treat:s the fiscal arran^cu^^uts within a 
state as consisting .of two systems: (1) the exicting state- 
financed services; and (2) the existing locally-financed services, 

with the latter divided into two sub-systems, local schools and 

> 

local non-school services. ^We then consider the impact of pro- 
posed changes in scl^ool finance on the tax rates required to 
support the local government system. Full state funding perhaps 
should ;be considered^ in a rather different way, as transferring 
the entire school syb-system from the local finance system to 
the state finance system. It has been noted at several^ points 
in tKis report that uniformly high statewide taxes^re-less 
damaging to central cities than differential local taxes. The 
fact that some central city taxpayers "pay-higher t^a^es than at 
present under full state funding. thus may be ah irrelevant 
conslideration in *the present context. 

'i . . ^ 

The^e are analogous situations outside the schools- It is rarely 
argued that large central cities are wors.e off when a state 
government assumes full fciscal responsibility for a public service 
traditionally financed partly or wholly from local government 
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revenue sources; recent examples of this in northeastern states 
include state takeovers of community colleges, categorical 
^public assistance programs, local courts and local correctional 

institutions. Instead, the conclusion is usually that the -- 

central city benefits from reductions in local tax rate different 

tials, 'despite the fact that some central city taxpayers end up 

r 

paying more in combined state and local taxes than they did 
before the state takeover. If full state funding of the schools 
really amounts to a state fiscal takeover, then the central cities 
are no more disadvantaged by this reform than they are when other 
state takeovers occur. 

If full state funding is rejected on the grounds^that more local 
'choice should be permitted:, there is one feature in the alternative 
plans that could be designed to help some large cities substan- 
tialiy. This feature concerns the geographic basis for calculatiob^^ 
of state aid. In most states outside the ^^t^i, and in,^all of our ^ 
states except Maryland, the geography of'^school organization ~ and 
th^e basis for calculation of aid— can be described as a handful 
of very large central city school districts that are islands in a 
sea of very small districts ♦ In our metropolitan areas other than 
Baltimore, the mean size of outside-ceritral-city school districts^ 
(in terms of pupil enrollment) ranges from 0.5 percent (in^ 
New York and Chicago) to 5 percent , (in Boston: and St. Louis) of 
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j^the central city system. 

If there is a percentage equalization plan with a minimum level 
of state aid per pupil or a power equalizing plan with no 
recapture of revenue in excess of the state guarantee level, no 
matter how rich the district, then the school finance syst.em 
treats the central cities differentially solely by virtue of 
their* size. In the central cities, pockets of high-value taxable 
resources are averaged into the overall tax base for aid calcula- 
tion. Outside the central cities, individual small districts 
that amount to such pockets are not so averaged, but rather 
benefit fiscally f rom= the minimum grant (under percentage 
equalization)^; ot the lack of recapture (under power equanzing);. 
It would be entirely appropriate to divide the central city into 
smaH; districts for aid calculation purposes, thus providing 
parallel treatment • Ais a result , high central business district 
values or high, residential values in a few neighborhoods would 
iiot be washed out, as they are under the conventional rules. 

An iiaustration of this 'approach: is found in the New York 
experience .in the mid-1960' s. At that time, the basis of calcu- 
lation was changed from citywide to borough-wide. Previously,, 
the very high central business district property values had made 
the entire city a minimum-grant district under the .percentage 
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equalizing plan. After the change, two of the boroughs remained 
minimum-grant districts, but the other three, with lower per 
pupil property values, had higher state aid percentages; two of 
them were far above the statewide average aid percentage • State 
school aid to New York City increased by about one-fifth ^s a ^ 
result of the change in the geographic basis for calculating aid. 

This does not necessarily argue for decentralized management of 
central city schools, although the ch_ange in state aid in 
New York was associated with decentralisation shortly- thereafter, 
Rather, the argument is for parallel fiscal treatment, if the 
basic state school finance plan contains the "impurities" that 
nearly all such plans dp have in practice. ^ 

A. final note . It was noted: eariy in this report that some large 
cities are dreadfully poor in txscai tegms relative to their 
states and metropolitan areas, Cleveland and St, touis among our 
cities fall into this category, but there are others not studied 
here,= State school finance refprm= should: treat such: cities 
generously, but there is no sensible way for the school finance 
system to remeiiy all, or even a large: part, of the 'f iscal distress 
of the :=pauper cities. Instead, retief must come from outsi(de the 
school finance system, from non-school fiscal measures explicitly 
tailored to ^the specific circumstances of -the cities. More 
- -generally., we should avoid loading onto the schop> finance system 
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all the fiscal problems of local government,- just as we should 
avoid- loading -onto the schools themselves all the social problems 
of our country. 
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APPENDIX A 
DERIVATION OF DATA IN TABLE 1 

It was noted in the Preface that this report is/based, wherever 
possiblfi, on standard published statistical sources that permit 
comparison among places (and comp&ison among variables, for 
any given place) . Comparability is maximized by heavy reliance 
on Census Bureau data, and other Federal statistical sources 
linked to Census aefinitioris. Some Census data for years beyond; 
1971-72 are available, but not a complete set,- and therefore the 
basic comparisons are for 197d-72. As will be seen, some of the 
estimates Ipr 19^1-72: are-based on rel^t^nship 

for even: earlier yea:rs,. but ♦only ^wKere nothing better is available. 

Metropolitan- area def ihition > Five of the metropprita^^^ areas. 
fqlTow the of f i^^^ Federal designatl(3h^ a^ that designation was 
-when tis^calrdata^ for 1971>-72 were .being- tabulated^ by the C(ensus 
^Bureau^ (the defiSiitiqns: t Detroit .and -New York haye^ changei 
subsequently);. ^For ^^hU/adelphifa^ and^ St Lcnils^ khe New^ Jer se^^ 
and IMinois-port ions, respectively,, of the SMSA's have been 
excluded; since this istudy. deals wit^ f inance 

arrangements, it makes little sense to include the put-pf-state 
parts of an SMSA^ifc^the analyslc* For Bostph, the area^ is= npt. 
the SMSA per se, but rather Massachusetts State Economic ^^^^ 3;, 
the "central- city" is not Boston;, but Suffolk County. This area 

242 



213 

definition stems from the availability of Census data on local 
finance and property values in New England only on an SEA basis; 
similarly, Department of Coimnerce personal income data are an 
SEA basis in New England, 

Personal income . The personal income concep.t used here is that 
developed by the Department of Commerce for the national income 
accounts. State and metropolitan area personal income estimates^ 

are published annually in the Survey of Current Business , To 

' " 1 

distinguish between central cities and the outside-cehtral-city 

areas and to adjust for the boundary differences noted above, 

the money income per capita relationships in the 1970 Census of 

Population were used,, thus asstnning that the ratio of central 

city to SMSA money income ^per capita in 1969 also applied to 

personal' income per capita in 1971,. for example. 

Property: values , Except for New. ?prk, the basic source ihere was: 
^ the 1972 Census of Goverrunents, Vplimie Irl, Assessed value were 
converted: to estimated ^market values on the basis of assess^ 
ment--sales ratios published in the 1972 Census, .in some cases 
supplmented by unpublisHed: assessment ratio data and/or data' 
from the previous Census , in^ 1967^, Tha resident ial component was 
broken: out in a simil/ar fashion* In a f ew cases, the author had^ 
access to locally-applicable itifbrmation that supplemented the 
Census data. For New York, local, not Census, data were used as 



21A 

the basis, with substantial adaptafion by the author. The 1972 
Census of Governments does not provide assessment ratio estimates 
for *'high-value" property; the cut-off excludes a very large 
fraction of all New York City real property, including a sub- 
stantial proportion of Jthe housing stock, .State government data 

do provide coverage of the entire universe, in contrast. 

/ 

Local tax collections . The basic source here was the annual 
Census Bureau, release on the finances of local governments In 
large metropolitan areas. Except for Chicago, Cleveland and 
Detroit, our central cities 'are independent of the surrounding 
counties, and no adjustment or manipulation of the published 
Census data^ is required -(Boston is part of Suffolk CGunty£,/but 
we used Suffolk as the central-city equivalent In this study:);, 
. For Chicago , Cleveland and Detroit , the annual release on metro- 
pblitan areas :pxovi(led' data^^^f selected^ large units of ipcal 
gQverhment and the 1972 Census of Gpvertiments provided s 
data on other units. For thpse units covering an area larger 
than the central city (e, g , , the county government or the ' 
Chicago :Metrpppllt an Sant^ District) , tax collections were 
allpcated;:betweehi the city and^ outsilde-central^city/ areas on the 
basis of assessed values (for property taxes);. Census of Business 
data on retail sales (for sales taxes) and simtlar indicators 
(f or iininpr -cpunty taxes):. 
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"Locally borne"- local taxes . These comprise local tajt collec- 
tions less the portions whose economic burden is estimated to 
have been shifted. See Appendix B for a full discussion of 
this. 
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APPENDIX B 
TAX EXPORTING ASSUMPTIONS AND ESTIMATES 

f « • 

In making estimates of the extent of tax exporting, one must frame' 
assumptions and piece together data that deal with three general 
situations: 

1. Taxes that involve some shifting from the initial impact 
of the tax to burden-bearers sc«ne of whom may. be external 

'to the jurisdiction in question, 

2. Taxes that involve no shifting at all, but the initial impact 
of which may be on non-residents. Examples include property 
taxes on vacant land,. some of which may be owned by non- 

c 

residents; local personal income taxes paid by commuters; and= 
local sales taxes: on purchases by visitors or . comuters • 

3. Taxes exported: in the sense that they reduce VFederal income 
:tax a;l;abl;lity. Stat^local taxies oh property,, retail: sales , 
personal ihcome and igaspline are deductible it^is for the 
Federal individual income tax. ' It is true that We all share 
the burden of such, reductl^^^^ in: ^Federal tax liabiiityr, ais 
Federal income tax payers, but that burden is uhifprm nation- 
atly* On the other hand, to the extent that one jurisdiction 
depends more heavtly on taxes that are Federally deductible 
than its neighbors, the locally-borne tax burden wi^ll be 
smaller in that jairisdiction, and: it is the differentials in 
tax burden that concern us here. Of course, aH local taxes 
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are deductible expenses in cdmputing^ business income for 
' Federal ^tax purposes but it is extraordinarily hard to 
take thi^ into account in any reasonable fashion; moreover*, 
to the extent that such taxps are paid by corporations 
subject to a uniform (non-graduated) Federal corporate 
income tax rate, the inter-jurisdictional- effects of deduc- 
tibility willJje less differential than are the effects of 
deductibility against ^the graduated individual income tax. 

Table B-1 summarizes the assinnptions and methods used in this study 

' . ~ - " _ _ __ - - 

for estimating the extent of tax exporting, 

PubMc finance theorists have sharp differences about the shifting 

__ _____ _ __ '_ ' 

an4 incidence of property and I corporation income taxes in general:; 

there is no clear cut consensus^ among: them. Moreover, whatever 

the theoretical conclusion, the actual process of shifting of tax 

burdens in indiyi;dual areas wttl depend upon the relatiye^height 

of tax rates, the area's competitive advantages and disadvantages 

and a varlTety of other characteristics of the supply of and= 

demand for the goods and- services affected by the tax question. 

Most of these factors aire very difficult to measure. The assump-- 

t ions shown in Table B-1 are essentially a matter of the author's: 

jud^ent. The critical variable in most cases is hot the extent 

* _ _ 

or direction of shifting ~ that Is, whether it Is property ^ 
owners or consumers or employees , that bear the tax but. whether 
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property owners, consumers or employees are residents of the 
taxing jurisdiction or not • For example, little of the tax 
on rental housing is assumed to be exported, on the presurap^on 
=that most rental property is owned by resident landlords :(and 
renters are of course local residents).. On th§ other'^hand, 
large portions of taxes on nonresidential .business income and 
property are assumed to be exported, on the presumption that 
many business pwnetrs as well as consumers of the goods and: 
services; produced by taxed: firms are non-resident to the faxing 
jurisdiction. 

further word^ ds nece^ary In rj|gard: to ^personal Itxcpme-taxes ahd^ 
in. regard^ ^to-Federal iftcome ^tax offsets . Ifr 1?^%, al^ of aur ^ , 
cities ^cept Boston Jnd Ghrc^ local income taxes; some 

non-jcentral-^cityr jAii^di/ctipns: also used: ^this tax in^^he ;Gleveiand^, 
Detroit and^^hW^delphia area-- Th^ -Baltimore tax (fand-that oised-by^ 
itKe suburban counties^ in. that area^^ appOaes only to Residents . For 
Cleveland, Detroit, Philadelphia and^ St. ^puls, the-extent of ex- 
porting was est imated^ trom data on comnuiting patterns and earnings 
in-the 1970^ Census of Rppula:ti.on,. adjusted^ for the specific features^ 
of the local income taxes :(^.g. v the diff erential rate in-the Detroit 
taxO^. ^'or New ^prkr,. local estimates of ^the ^pprtion of the taxipaid? 
by cpnmiufers wer used • ^ 

l^epveFTplf^^^ sup>l:emeritary local dafa ^were utilized: in these 

^ estimates^ this was more irequentl^^ ^possible for New York than for 
other iplaces. 
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Table B-1. -PRINCIPAL TAX EXPORTING ASSUMPTIONS AND METHODS. 



Type of _ tax Percent of revenues ass^imed £o be exported 



taxes assumed shifted, in part : 



Central ^City Rest of SMSA 
^ 



^13 



1. Property taxes on rented housing 16»7 16.7 

2* Property taxes on . commercial 

realty • 61.1 - 38.9 

3. Property taxes on industrial 

realty 66.7 100,0 

4 . ' Property and gross receipts * 

taxes" on utilities 25.0 * 22.2 

5> ^rppert^ taxes oh motor 

vehl;cles ^ ' J3vO: ^5j(y 

6. Property taxes on^busihess,= 

personal pr oper ty:, n . e • c • • 65 .6 65 .0 

T;, Corporate income taxes * 60vO^ ^ 60v0- 



Taxes assumed to involve little 
or no shifting: 

% Property taxes on owner- 

occupied= housings * * * 

9* Broperty' taxes oh vacant land 33.3^ 33.3: 

10. Personal ihcome taxes * * 

11. ^pcai :general salres taxes • ±5.^)- ^ / 1-0*0^ 

il. Other local -nonproperty^ta^^ 

n.e.c. (maihly selective excises^ IQvO lOrO 
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- Notes ^to.-Table 

*E3q)or-t:ing due solely to Federal individual income tax deduc- 
tibtl-ity and/or commuting; extent of exporting varies depending 



upon ijncome levels and/or commuting :pat 



terns. 



1-ine 1: Assumes that 1^2 borne by owners and 1/3 of this borne by 
non-resident owners. 

line 2: Assumes that 1/3 borne by owners and l=/2 of this borne by 
non-resident owners; 2/3 shifted forward to consumers, of 
which 2/3 are non-resident for central cities arid 1^3^ non-^ 
resident for the rest of the SMSA (that is, more of the 
ccjmerci/aCU iproperty^ tN^ "in^ ^the subyrbrs consists p 

^^eisi^erit- seizing; stores, arid^ iche Mke^>. 

- - _ - - ^ 

Mxie 3 : iFor ithe CjeritraiJi ctties a^ 03^ ^s sM^ted^Spr^ 

^ard- tp considers loicatedi !el:s^here andl 2/3iinprt shfiStedi 
or sht£tediibackwardj, wttb^ of ithls^ d/atter amoiint 
exported^ For ithe .rest of ithe SMSA,, aH? ^the iburden^bearers 
.regafd\te5^ of =the shia|tlrig%ipatterh:,= are assv^ed =to bre 
inohr-r es ±H en t s , ^ 

Mine 4: iFpf the ceritrp crty^,= assun^ IS^ faMfis on ibusiness ^ 

customers and ihalff of ithis^ is exported, iFox the rest of 
ithe SMSA, assumes i thaX faMs on. business custoi^ 
but 2vt3 pf this is-expprted, - 
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line 5.: These are r-ough estimates of the relative extent of the 

non-passenger-car component of the tax base, with half 

of this exported,, 
line 6:: This is a rough'^'amalgam of lines (2): and (3)., 
line 7: This is similar to line (6X, but reduced to recognize 

that utilises may be included here; see line (4) , 
tine 9: Assumes that 1/3 of the tax is paid by non-resident owners, 
line tl: Estiinated share of taxes paid: by commuters and^ visitors 

and exported taxes on Intermediate business purchases • 
* Further estimates are necessary to recognize Eede^ 
^individual incpme tax^ deductiHi^ity^^^ 
flStne 4?2: ^rhitra^ =ect<ijnates^ chis is a di^^erse grj^ \taxes ^or 

^hich-exportijtig^^pxj^ibrj^^ igeneraia;)^ suaOSJ. 

Ini alKl cases:^ it was assumed! ithat afM jthe tax wa^ ^bpyne ^withiiv the 

SMSA^ except for ithe impact af Federal income ita^ deduct ibi^^t]^,^ ' 

. - - - _ ^ _ _ 

Thisoprpcjedure makes i;t possible fpr suburban areas to ihave het 

imparts of central city inbn-property; ^taxe^:, 

fhje size ui the Fed'^al tax offset ^as estijmaxed: o^n ith^ hasis ^of 
Gehs^s-data on |amP^ i^vcome, levels lof thqmeowrters^ '(which ^juggi^t 
?tlie= appropriate ^lederai income itax irateO =ahd^ Geiisus 

on =the extent of ihqmepwitershl^,= pn^^the^.a^ f^^ ^tenaiits 

itemize deductions (except in. New York, where many tenants ^have 
relatively =highi incomes and firidi it^ization= attractive ibecause 
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of a very high state income tax^^. The Federal tax offset is not a 
trivial matter. Its estimated: value in^ respect to property taxes 
on owner-occupied houses was equal to tS-i'^ percent 6£ total locCl 
tax collections outside the central city in four of the eight cases 
and between 8 and tl percent in the other four cases. 

^Eartiy for this reason, the-percehtage of suburban property taxes 
expor ted^ is hot as much-below the central .city property tax export 
percentage as might have been expected: superf icially, as Table B-^ 2' 
shows . Indeed-,, for Philadelphia:, the outsiHe-central-city :prpperty 
tax export percentage is the higher one (althpughiVpth are low 
ipaf edi ito^ the other SMSM'^sO*. The iBoistoni ic^s^ i;s ^the ^on^g^ iorre ^wtthi a^ 
vet^r l^rge diff Sren^al; in. the export ipercentage./ %i shpuldnbe . 
imentlpnednthat the crud^ness lof ithe imethpjiplpgy employedMhef e 
suggests ithat smalfl; diJEfer^nces^^haye ing m^ ^so:,. there Is 

some ireaspn. to ^be^S/eve that ith| ^ass^p tobfis used: 'her^e ^haye a^ bias 
ihi the direction of understatingotheMex ^perc^t:age| ^ or ^hgse 
central cities with^^the mcist ^uc5e#sfud/ central/ ^bysifiess district 
hatabij^ Bbs tony Chicago ^ar^^ ^ 

The noh^^rpp^rty tax export ?per^centage dp not exhibit ai<pnsisteht 
ip^attern,, as is to^^be ^^xpejctedi ihi^iew of tha^hfterpgenepus nature 
of ipcal ihcni^prppert^^ ^ta«atic^ The pnl?y> igeh^r ai rul:e s^eems to ib]e 
^that the central cit^'^s- exporlt ^percentage wiM^ exc:e^d^ pf the 

lehvif ohs pniy if the cehtrai city iinppses ani income tax that 
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reaches nph-resldent commuters (which Baltimore, Boston and Gh^icago 
-do -notH. the more Important that tax, the higher the differential 
in- the export .percentages between central city and suburbs_,= with 
Hhtladelphia the extreme case: The suburbs "import" large amounts 
•of -hpn-property taxes net, because of the level an^ nature of the 
Fhiladelphta city earnings tax, 

r- 

As the third colimin of Table B-2 shows, for all taxes combined, the 
extent of exporting is .greater for the central cities than the 
suburbs in all eight cases, but the differences are insignificahtly 
' small for Baltimore and Detroit , In the ♦other cases , they are large 
engufb to ihfeuerice: one'^'s^ conclusions r^egardlng: th^ cMtial clty^ 
suburban^ itax iburdgn difif erintial. 
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Table B-2-. PERCENTAGE OF 1974.-72 TAX REVENUE, ESfclblATEP 
TO HAVE BEEN EXPORTED ;(NET=) 



Bartlmore 

Central city 
Rest of SMSA 



Property Other .local 
Taxes Taxes 



38 
35 



19 

23- 



Taxes 



33 
3i 



Bos ton 

Central city. 
Rest of SMSA 



45 
23 



9 

10 



23 



Chiicago 
ig^trall itlt^ 
Riest of SMSA 



48 

37* 



2{U 
24^ 



# 
36.- 



Gl^vgland' 
Central city 
:Rest of SMSA*' 



47 
40. 



4S 
-1 



34 



iDetrbit 

iCentral ictty^ 
Rest of SMSA 



44 
42 



39= 
-58 



43. 



New York 

Central city 
Rest of SMSA 



39 
34 



36 
9 



38: 
32' 



Philadelphia 
Central city 

Rest of SMSA (Pa.' portion on 



26 
32 



36 
-151 



32^ 
15 



St. Louis 
Central city 

Rest of SMSA (Mo. portion on 



41 

32- 



26: 

10 



34 
26 
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APPEND tjrcr 

THE eiRCUIT-BREAKER 

As of i January 1, 19;74, tv7enty*^two states had "circuit-breaker" 

progra^is f or property tax rel^ief.,-^ However, all but five of these' 

If, 

confined relief to the elderly,; Michigaii was =the^ only state, ^ a^^^ 
those covered in this report, with a-program for al-i age groups. 
The ^hypothetical circuit-breaker analyzed here: applied^ to all ages, 
and^ follows the tines of the Michigan ^prpgram, with two alterat^^^^ 
Residential property taxes fhat exceed 4vO percent of 
household: income are dejeined^ to be excessive and eM 
^ or a: ir^bate ivqm 'the is t^e^ igovexrffi^ ((Michigan\ usfsi 
3";^ ipercent but ^the Census: datauufiMJ^ fjbr fe§6imating^ 
iniithiswrepor^t n^rea^ 3:w^wand^%Q/|g^rcen^ SV^^ipIr^ 

ipent ^ ^ 

_ _ __ _ _ _ -_ - 

2li= The rebate isM6jOMp^rcent lof ithe-excessive tax ip^yr^ 

with a ceiling of $500. ^ 

3^. Renters-are fdg^ed^ toMpia^iproperty^ taxe|wequai! ^to^a^ 
sjye^ifiedhp^ r^nts.. Irii ^the^Miclvigin i^^^ 

ithais is. set at d^^p^rpenb,; . othjer states y^e ipgrjtien|ages 
4snhi:gh=:as 25 a]^ iO V l*of ^examtpte,. inMprograms^ 

tcorifinedntp the erdegj^,. WMrip:^ 2^ ;pfef ceftt ,. Mi^^ 

_^ ^ • 

^idjonvenieht ^su^ aa ry of their lPro^^§lpns> cagii^^ in^^viso^y^ 
iComissibh^ p^^ intergpyernmentiil iRei-ati^Jiis jFederaj^State^Local 
i^iii^n:c^§ tLJSi^nif icaht jFeaS^ 
Edition,' Table 108, p. 187.* 

o 
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¥8- percent and Penns-ylvania: 20 .percent. Census data indi-r- 
-cate= that ^property tax :paymehts as- a *pef centage of rental 
recefpts differ consideraWy among regions. Moreover, cqn- 
temporary property ^tax incidence theory suggests jthat it" 
is= improper to assume that aH the Tproperty ttax on 
rented :housing is shifted to tenants. Therefore, on ithe 
^basis of a more appropriate theoretical assumption^ andi the 
avatlable evidence on the level of property taxes= relative 
to rents and .property values in 'different areas,^ the follow- 
ing property tax equivalentsi^ expressed as -percentages of 
5g5QSis rjen^s^,, are usedu: 

^Glevelajadi=and St ^uls 

'Pe trpit ,= iChifca gp;^, ^Bhfihidiel/plvia^ 

aMnBalJtinK^re^ 
'^New^^York io^ 
Boston 22 ^ . 



ERIC 



227 



it is not possible to estimate the results of introduction of a= 
circuitr-breaker with any precision, in the absence of detailed 
Census cross-tabulations for each area considered. However, rough: 
estimates be made, on the basis of published data. For renters, 
-the 1970 Census of Housing HQ (2) reports , Metropolitan ^Housing _ 
Character 1st ics , provide adequate data on rent-income relationships 
for direct,, albeit crude, esttoates.^ For owher-occupants^ single- 
famlriy houses, a starting .point is a; special .tabulation dohe-=by^ the 

Census Bureau for ACIR, from-raw data, collected for the Residehtial 

2 ' 

Finance .part of the 1970-Housirig Census • This .provides data for 
tir^d/dfis !Fbr ithe ipresent ip^rpai^s ithe ir^|i:onal data ih^v^ ibeeri! 
ad^ysted! itp. refltct ithe differ enteg^^l^^ 

itasiJdjential ipropefct^^ it^ iratfs^ for ithe ijen|if e .f eglqnsi c(es tOa t%d^ 
on the basis of information in Vol. V oi the 1970 Housing Census) 
fandl thgsl for our imetro^q33:tahwa ^clty^subyrb. 
idiiSferentiatdp^ f(es^imatedMpn tthe^ba^^ ithe 1972 ^Qensusi of 
GpvernmeStswan^^ other spurc^s^i.. m iiidi/cat^onMof these differ en 
d^Jfpjund^ in ^the f oMJgwing: su^ eff §p£iye iesidSn 



^ This^ spedi^l It ahulatipn^ was. ipublishfd^ iby: ithe jCensjus bureau as 
ai iupp>lementa^^ iRepoSt.,, iHe:(Sa^^^, ini June WlSr^ 
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property tax rates:: 



Region, 1970-71 SMS A, 1974-72 

Northeast 3:.0% 

Baltimore 2,0% ^ 

Boston 4.0^ 

New York ^ 3.1 

Philadelphia. \ ^ 2,3^ 

North. Central * 2,1% 

Chicago ^ 2.3 

—-Cleveland 4,8 

Detroit 2.^ 

St. Louis * 1.8 



The method used in :this: adjustment assumes that the structure of 
tax--incqme relationsh^ for the regipn applies to each of the 

iciti/es andl i;ts^ lubyrlis^;; pn3^ ithe 3/Svel; d^tff ers •= ^ ?fur.ther §tep> 

I - ' — ^ — * 

i ^s. ^OMestlmatje ithe cpngequfen^e^^ tfof ioraer^ccup^tSi iivlhg^ im 

f other ^thani sihgl^Sf ^ij ly/ ^hgyMgn Sajfflj^ l^A^ ^stmi^ jtigu^Sri Therg 

i ?3§jsje ito §n^ ixu our ejJj^p 'SMStf ^S:,. 

I -^ove itlrani iMlf ini ithe icefttf al c^ftifs^ o£ ;New^ ^pr k andi iGhlcagOi 

i * Unf ortudatel^^. the ^a ta^ ?6n= ^^cH^ =househoias= lare ^e^ ?f ragni^t ar^ 

andi \the test^atjegi for ithl^Mgroup ictpoi^ the imarkr.- 

^*9P thifs^ a^^' o^th^f =^^ispns. suggested! ab<pve:„ the rj§sults^!presentedi 
iherf lE^yr weMj differ consi^erabiy ^roraMe^tim^tes ^made ^b^^ other 
investigators:, 

i ^ " Circuit^^Bfeaker iResults^ 

Some of ^the results= of ^these elaborat^-cal^til^ in^ 
i?aljle C^li. The ^f Irsit polmih In that t able ^hows^ the ^aggf i^af^ 

\ * ' ^ 
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Table C^l ESTIMATED PROPERTY TAX REBATES= UNDER HYPOTHETiCAL 

CIRCUIT-BREAKER PLAN?^ 



Percent of Aggregate Rebate. 





bate as % of 


i\. ec e IV e Q =_ D y= • 






Total Residen- 


Households^^with 






tial Prop.^rty 


iesls. tHan^ 




OMOA 

oMoA 


i ax - - w> o X X ec u JL o Ho 


^10^ nnO- Tnrhfnp^ 




Baltimore : Central City 








Outside 


" 8 


■ 49 




Boston: Central' City 






9Q 


Outside 






10 


Chicago : Central City 


i'3- 






Outside 


8 


39. 




^Cieveiand^:: Qehira^ Gl/ty^ 




7A 


^! 


iQutsMe^ 




- 


8 


iDe^t ro i;t :: iCefttr ^ 41*5^ 


.22' 


!66> 


1 

' 8 


i6utsid(e 


. 11 


59: 


5 


^New/^orfc; tCentral 4it5^ 




59> • 


39 


6utsid% 


#. 


.27' 

• 




iPhMgd^lpMI:: tCentfaaiiCi 




67 


11 


(O^gsl^e. 




#. 


■5. 


St . vBpUis!:: (CentraOi Gi/ty/ 




79 . 


.. 16 


Qiit^lde 


12® 


53 


5 



V 



b 
c 
d 

?e 



Estimated on the basis af published 1970 Census of Housing data?. and: ' 
Census fiscal data for 1911-11. 
Household incomes in 1969. * 

The SMSA is State Economic Area 3; the central city is Suffolk County* 
Pennsylvania portion only. 

'Wisspyr^ iPpr^ti^^ ^ , , ' 
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-O-alue'cf t\\e rebate as a percehtagje of the total residential 

f 

property tax colfljectipns in the eight cities and their suburbs 
collectively. Other data in this report permit comparison of 
the rebates with personal Income, but the simple comparison in 
Table C-1 is a rough measure of the tax burden reiief yielded by 
the circuit-breaker. 

As the earlier discussion of estJjnating methods indicates, the 
relief provided by a circuit-breaker is a function of its formu- 
la, -the Idvel of ^ ef fective prop^^y ta)c rates and the height of 

. - * _ " * 

housing prices relative to personal incc5me ih= different areas. * 

The extent of aggregate reMef is aiso a££ected:iby the .relative 

degree of ^renting as pompar^ednto^ pwner-^oc sincjB th^ 

- ' _ ^ 

fdmula: usednhere expil^^ asstmes that hot aM: of itbe p^roperty 

tax on. rental ^prpperty is iplidnby -renters, fl^he thirdi column ..of 

the tablre is Irrclud^; to^glve some rough indi^atidn. of it he sjensi- 

tivity of the iresults. ^in the first .col umn itq :the size 'of the 

renter ^pa^s^thrbugh^ where the ^figure in tthe third; column^ is ^malfl; 

as in the p^trpit and lEhU/adieilphia areas arvd^ In. suburban terrdibr^r 

in the Ghicago ,: Glevelaii^^^ ahd^ St.. Ispuis areas , a. more 

g^erous }^ss^through for .renters would have O^ittle effect piv the 

results shown in. the .^etrst column. 

Because eff ective iproperty itax xates are ihlgh. relative ^tp ithe 
^ #_ 

siiburbs in. most of our centraiU pities and =becaus^ low^income 
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households with high housing-cos ts-tp-r income ratios are more 
cpimnon- in= central cities, the rebate provides greater propor- 
tionate tax relief In central cities in^ seven of the eight 
^ cases. The exception is New Yor^ where central city resi(den- ^ 
tial property tax rates^are wetl^below the suburban average 
(to be sure'l this is offset by much higher local nonproperty 
taxes in New York CityJ) . What is remarkable is how l arge the 
suburban rebates are despite these factors. 

The second: coli^n reveals ah even -more remarkab factT the 
^considerable extent to which the rebates do not accrue solely to • 
iUow^iivcdme 'hcnisehp3Ms:,^aising. $iB:^P00^as ^he tdiviaing? iMe .. Ohi^ 
in ithe central cit^s o_t iClfevieiand!^ ^^hH^<^ iouis 
does ttwo-rthirds ot^ more of the rebates - go- itoMhdus^hgljysi^w itR! 
^n^pmes.ib^l^w/ $iOyppO^ ini aM} ithe "outsl^eMc^ntr^%ci^ 

areas^^her ithani Gieveiand:.and St 4puis. i^s^ tham haif ithe re- 
ibates igii^^fto such, thbiiseholds -.- Sprepver,. the ihighef ^the relative 
sise of the aggregate rebates^, the larger is likelj^ ^tg^^b^ ^the 
iptppprtian-receiv^ed: hy^ ihpusehioids^^witli^ $1Qy060^ pr mpre> 

That such, i^^g^ ipercentages of circuit^brjeaker .r^iie^f gpes ^tp^ 
ahpve-^m^dian^ihcpme fjpii is a direct ^sult of ^th^ nature ^^f 

thB iplan^: the dblSlar amount ^pf irebat^ rifses'iwith-hpusing^ expe^ 
turer--which does increase^ith^ incpme ^(a^typical $2^^,\000 faraiiy 
may ^npt spen^ fciAre itimes as mueh f pr ^housing as a $5;/&00^ famiE^^, 
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ibut it wil?L^ spend three or four times as much^ even if the com- 
.parison is confined to renters or to =hpme6vmers)~until th^ $500 
ceiiTng is reached, which occurs only when income is relatively 
high and housing expenditure as a proportion of income is also 
high^. Indeed, this tendency of the circuit -breaker to benefit 
those who are by na means "among the-wprst-pf f of the population 
ihas-:been= stressed by the critics of th^ circuit-breaker, like 
Henry Aarpn= of the Brookings Institution, 

If the clrcuit--breaker re];lef is to be more concentrated on low- 
income househoWs,, a :rapre restrictive fomula must be used . But 
suchi ai tfpf™]^^?has= tTO^i It ^has^ 3:ess*ippprular appeal 

^bejcau^g ^^ewer 1^ ^£rp§ It arid^ It iprpvldgs lies s aggregate 

tP^QPe^t^^ ^ ^ ^<i3^if fi>. tfP¥ icentrai! cities as iwelfl; as ifpr suburbs •= 
^o^th^^ he^^tive :argigent might be that the state tax s^i^ 
us;^i itp iO^an^e clr^ relief are oftenMnpt ^er^iprp^ 

^i?^§ssive In^ Inpi^Mce;; ^h§weve^„ that argiffient applies to ahyr 
:Sgheme pr equalizing isjchppl 'Mnance pr tcentral^clt^ itax relief 
^vpI^^ng: state igpyernmM fl^al irespurcesi= 



\ 



NOTES: 



V 



3 



ERIC 



SCHOOL FINANCE REFORM IN NEW MEXICO 1974 



The .primary intent of the "'State Equalization Guarantee*' passed the 
1974 New Mexico Legislature was to equalize expenditures among the 88 
school districts through a more sophisticated definition *need". 
Sew Mexico statutes require that the Chief of Public School Finance, 
.Department of Finance and Administration, hold annual budget hearings 
in^ each of the state's school districts; that process provides excellent 
feedback to the legislative and executive branches of s-tate government 
from local school boards and administrators relative to the fiscal 
needs of districts. It was primarily through that process that inequities 
were highll^gh ted and made- vi: able. 

The previous cpraprehensl^ye school Mnance reform legislation was passed 
in 1901. That distributional me t^ a Johns-^Morphet type of "staffl^ng 

ifprmula" containing thi^rteen. stafif categories of professional and no n-? 
ipT^xfes^idnal pnersbh ^Basjed upon^ a district''^ ADM, basic program "rieed" 

^c^s determined^ by alfl^cal^rVg a nimiber of stafiE pbsj^tions Ce.g. ^ prie 
lErincipal :p^r 40O ADMft *=^pd^multlply±n^ the allocation by ah apprpprlatlph 
unit $pr each ca:tegpi^ vOll g-, $1!L,^0 fpr Brlhcipals In^ 19^i. kfter 
detefmihing the salary ^sts, 25 percent was added for supportive costs 



and itHe state funded 70 percent of the basic program plus 100? percent of 
''^pxpved special education costs, while the school districts were required 
-to generate the remaining 30 percent of '^need*" through local tax sources., 
=Unfprtunately , die state imposed uniform assessment ratio of 33-1^3 percent 
^pf market value and limitation oh tax rates combined with extremely low 
P^opei^ty wealth of school districts such that many districts could hot 
geherate the 10 percent local contribution td "need". Consequently many 



3ames= A?len Hale, College of Education^ Albuquerque, New Mexico, This 
is= ahi abstract .of an in-depth report prepared for the U.S, Office of 
^Education. 235 
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^ .^ " 

districts never attained 100 percent of ''need" during the five years 

-I 

tl\at ^'he staffing formula was in operation while a few districts generated 
more than 100 percent of ''need** or enjoyed, lower property tax rates, 
iil.ustratlve is the fact that, following the first year of operation, 
an equalization ap^ ^oprlation was added to the distribution which 
guaranteed: a minimum amount of local revenue per ADM and that distribution 
increased to approximately 14 percent of the basic distribution in four 
years; thereby recognizing that wealth districts coutd not meet 

the 30 percent local 'contribution to need** . 

It was agains t the above background and widespread crltic:;^sm of the 
s:tafi£Lng formula, from the Chief of public School ^naric§^, irepresentatives 
from lar^e andi smaM. school districts,, teacher unions and^ ieglslatbirs that 
the Governor formed; an Mvlsp^ Gpimnittee on Scho^ol Mnarice in ithe Spring 

of i973i The Chief, a sta:fif unember of the executive :branchv and^the 

_ _ _ _ — _ _ _ _ _ _ - - __ __ _ _ _ _ _ ^ ^ 

State Superintendent were n#ed as Gb-:Ghairmen of the Goranlttee whi6h 
included: representatives of categorical programs., full membershir 
of the legislative School Study Gbmmittee OL.S.*S <^,di^ iBarent Teacher 
Associatipri represeh union representatives , and School 

AdvuLnistra tor Association representatives. 

The /Advisory Committee met approximately once each month between July 

* 

and Dec^ber wi th the Chief playing the key leadership role* Th - Chief 

has previously hired an individual who was completing his doctoral dissertation^ 

at the University of New Mexico in which he adapted ^e National Education 

^ELnahce Project's (NEFP) coinjputerbased simulation model to New Mex-«co. 

The advocacy of the Chief and Key members of the Legislative School Study 

Committee for a student-needs based formuJ.a and the absence of alternative 

i 
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proposals except modification of the discredited existing formula^. 
estafcMshed the NEFP- type weighted pupil approach as the focus of 
debate. ' ' ^ ^ 

The initial issues were: (<t) Jiow much additional money would be 
appropriated (the Governor had pledged a^ 12 percent increase) and 
(2) how should the money be distributed? The latter issue was readily 
resolved as to form by acceptance of the weighted pupil approach, leaving 
only the dimensions tobe determined. Simulated distributions of 
Gommittee reques,t^d alternatives were provided by the Ghiet. Although 
the iegalSity of takring credit of P.L. 874 funds as local wealth 
remained questionable, the Gpmmittee adopted that provision. ^However.,, 
given the Governor's recommended^ 12 percent increase.^ redisitMbution of 
state aid under the new formula Indicated that 58 districts would= gain 
revenue compared to existing funding levels and 30 districts would lose, 
thereby requiring i7 percent of the proposed^ apprbprratipn for a 'save- 
harmless"' provision. The final meeting of the Governors Advisory 
GprSmittee reviewed a proposal for a maximum increase of 12 percent for 
previous^ categorical programs (Kindergarten , Special Education, and 
Vocational^ and a total appropriation^ increase of, approximately 15 .3 
percent. That recotpehdation, although above the Governor's conpitment., 
became the package t6 be introduced by the L*S.S,C, and included only 
9 distoicts in "save-harmless^* (primarily due to large receipts of 

P-iL* 874 funds) after district sparsity was amended to it. 

\ 

During the legislative session, school district sparsity was added and the 
legislature made it clear that local boards should give first priority 
to teacher salary increases, Tlie dollars per unit was established at 
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$616.50 in the Appropriations Bill as H^^ere maxirnqm increased- of 12 percent 
£br Kindergarten, Special Education and Vocational programs and a- 
maximum increase of 43 percent for Bilingual programs (in the second 
year of funding) • 

. Provisions of the Reform Lcigislation 
The following wei-gh tings were established-: » ' , 



Progra m 

^Kindergarcen 

Grades 1-^3 

Grades 4-6 

Grades 7^9^ 

Grades 10-352 

*Sp§c±al; Edu cation 
jAJ^Bi Oi^nerate^esoupce -cooms 

G MiKUdly ^handicapped: 
P ^leverly handicapped 
*Vbcationa]; 



*Bifl^ngual 



Weigh t 

1,1 OF.T-E,) 

1.1 ADM " 
1.0 ADM 

1.2 ADM 
1.4 ADM 



20^0 1^0 ta3J units far a]Dprove<3 prqgram 
not * 



1.9 ADM 
3-8 ADM 

0v8 i^.ilkEi addronO 

0.5 0g,Jl.E. add^onO 



*subgect to State, Depaxtment of Education approval 



Sparsity 

Schools with ADM less than 200 : 

Elementary and Junior High; 200 - ADM ^ j^q X ADM - units 

Senior High; 20a ^ ADM^ 2.O ADM = units 

Districts with ADM less than 4,000: 
4000 - ADM 



4000 



X 0.15 X ADM = units 



239 

\ 

Teacher-Tralnlhg and E xperience 

A weighted average of teacher training an' experience is computed for 
each district utilizing ^ matrix of 5 aining levels and 5 exper** ance 
levels..- The index iS: multiplied by the sum of program units (excluding 
special education units to yield "adjusted" program units* No 
district's training and; experience index. shall be less than 0v93. 

Calculation of Need^ 

A district 's "heed*' is determined by sununing adjusted" program units ,^ 
special education^ units and: sparsity units and .mul'tip the total 

units by the unit appropriation of $616>50. However, due to the =12 
pe^ceitt increases 33.mitedt ohi sjqme iprogra^ ithe sVpcatipnal iprogram^ 
unvt amount was: es:tabl3;shed: at aridi the Speci^at EducatiShMpiogram^ 

unit ampoint was "est^Kl^ $58^. The ^BifiSihgu^ iprpgram^ 

__ - _ _ - - ^ 

did^^riot iiecessiSate a^ ieduati/ahi in ithe nihit funding: l^velJ nor the 
34^5i^tatibni on= fethdergarteh . 

iCal/cuiation of ithe^ State jEquajJ/zatiOn ^Guarantee ^^V5 Serc^t of 
^Pprc)pria:tior^^ ' 

lU. Q^lcuiate '^ijeed" as desicribed^ above ufcHsizing^ the ^higher 
of ithe fetrst ^6 days-^M^ or ^the^^rs t 80= d^ys ^^DM^. 

2, Catcul^te lx)cai and^ ^edieral x iecei^d^ from:: 

(^a)) 95 :pef cent of ^a? suni/fiormi ^evy oL ^8vS25 mW*ls oh= ipca]^ 
assessed! re^ iproperty^;: 

^(b^? 95 ipercent cxf ^he district:'^, share of motor ^ehic3l;e 

license iees^: 

__ _ _ — _ _ __ ^ ^ 

OcO^ 95 $Lercent 61 lie districtr'^s share of forest =f esef^re^ 
fundsi; 

(dO^ 95 percent of l^.L, 8n ^undsa and^ 
, Ce); &5 percent of reguiat^ vocational. funds (20 UvS.e.. 1J2^1^ 



The amount of the state equalization guarantee is determined 
for each district by subtracting the sum of number 2 above 
from tlie *'need'' datennined Ih^ number 1 above. 

' Save-Harml ess^* (i.5 percent of Appropriation) 

Any district that would receive less state revenue per M)M, except 
-Kindergarten and Special Education, under the state equalization guarantee 
than, under the previous year formula, shall receive an allocation to 
guarantee the previous year funding level per ADM. However, the save- _ 
harmless amounts shall; be reduced: each succeeding year until rip amounts 
shall: be provided under ithis provision in 1980, A special provision 

^as made ito^ inclAJde^oiie :dis:fertct Iritp^ saye-^harmless -due to the large igrarits 

._ / ._ _ 

irecedivedi ^by thsLt disltrlct ifrpm^ ith^ . Atomic Energy Cpranissionj. 

_ _ f 

trans porta to/on i(6 iperceiitt of Apprppriati6n)J 

* - * 

grtiB state ^provides 100 fpiercent of transpbistaiipn cps:ts 

Textbooks. (^ii6^ fp&xcent of ^pjfPLpfiatipn^^ 

lEachi schpcOi distri;at anduprivate schpp^l ^participates ih^ a sp^ial 
^textbook f Lirid: appropriated^ ^rom Eederail Mineral ^Beasing: ^nds fhe 

aia:ocation Is inade^to ^pub]3^ school d^^striats. andhprivate s^hopls^ba^ 

' * _-_ _____ 

uppn itheir elementary and^ secondary AJ)M^ as a ipercehtage of ithe tptal 

ipugMfc arid; .private elemental and^ setgridar^ A:OM^in th^ stat^, Gredi^ts; 

r 

aretes tabl3;shed^wjtfh ithe State Textbpok arid Maiterials Deppsito^ arid^ 
the ^participarits d^aw state apprpvedi^bpoks ari^di mate^^gls up :tp ^the^ 
amount of entitlement. 




ERLC 



2^ 



Supplementary Distributions (0,4 percent of Appropriation) 

(iO Out-af-State Tui-tion^- 100 percent state support forborder 
students more ecohbmicaliy educated In other states. 

(2) Emergency-- need based; approved by the Chief • 

i 

Program Enrichment-- provides for special education diagnostic 
services and other special-needs programs approved by the 
Superintendent. - 

Specl/al Vocational— appropriation for shared-time programs 
for high school- students attending post-secondary Area 
Vocational Schools as approved by the Superintendent. 



Capxtal Outlay 

No -regular appropriation of state funds is made for capital expenditures . 
^However,, the liegisi^ature^^has apprppil^ $j6^ mi3*ja:cn tp^ 

^be ^rstr^butedi on an eimergenrcy tasi/s. as^ recdrinende^ntp ^he State S 

_ _ _ _ ^ 

iBpar4^ by^ an^ ^vtsory^ iGounclfli. lEark^cipatpr^ atiroris. ar^ es tabpLshed^ 

'by^^^aw^ e:.?g^^,. extent that appisicant di^ tprct ^has uaed^iUpnding: capacl^ 
j^t^* New Mexico Gons tiftytibni Mmits sxJvppl dis:ttic:t deb t t^ 6Mpercent^ 

the assessed^ value tC33^1^^ percent of market cv^eO^ pf ^re^ ^property 
in tthe district. 

— — ______ , s 

Horizontal lEciuiJty 



iFor ithe i9M-74 school year, schpbl districts operat^d^ under ^ihe stjafifihg 

' " _ .. _ [ " 

if prmula arSi were requiredi tp contribute SOMp^rcent. pf "nieed^*^ Jtppei^y 

i '"_ * ^_ ---. __ . 

values iainged $rom a. high of $10^>^84 ::per ^^DM jfeo a: Ipw^ of #,i^)per ^ADM^; 

a :prpperty wealth, ratio of ^l^.'h to 1.0. Bjbtjb ithe wea^hiest and^;pc>prest 

districts were levying 9/.^ mlMs for C5p(eratipnal :pu^po3es= that ^ear ibut 

it he poorest district was not generating it'ls 30 percent pf ^*nee(d"\ 
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-The w.althiest district had= no levy for debt service (satisfying capital 
outlay needs from the operational levy) while the poorest district was 
levying an additional 3,323 miaa.s for debt service. 

Under the reform legislation no assistance is provided for capital outlay. 

or debt service: however, the uniform levy of 8.525 miMs wiil provide 

'100 percent of need for ail districts, Sino.e the state-charge^-fcack 

* 

95= percent of the amount that the uniform levy would raise , the weal-thiest 
district contributes significantly more (about 47 times more) toward it's 
"need" .per ADM than does the poorest district. The effect of the 
charge-back is to allow more State resources^to flow to the le^ wealthy 
districfes= and for the most wea]y;hy dlsltridts to ccntmbute more toward 

their '^need**:i= iHpweyer,. it-shgiuld =be =pqintedi but thait le^s th^h; 5 percent of 

1 

New Mexico's 88 school districts have p^bperty^ ^^iue in^, excess ojf $40/,000 
;per APH; ahd^ over ^5 percent of the stiiderlts %±ve iji^ school dlktriats ^ttb 
tess= thani ^10:^000 bf ^prbpepty value ipef Ap>h The s tatexd^de ay^age w^ 
$11,142 in 1973-74, * ' 

Distribution^ equity is the cerVtr^ feature of ithe ^^ef omntegislationi 
altzhoughi ithe uni«f orm mili^rate charge-^back provides substantive taxpiayer 

eqyity^- Goupledi^with ithe fact that local cprVtributi^ ^^need" represents 

* 

bnS^ about 13^:perGent of tbe total current expense:,, the 5 fpercervt 

* * - - 

npn^equalfized' variance OState takes credit for 95 percent of 8,^925 miSlE^)^ 
amounts to less than 1- ^percent of current expensesv^f or educafeibn,. This ^ 
funding p^rbvision ^h^s long ^beem^held to be one of ^the mjast equitable met]iads- 
upon whtch-to t>ase State assistance-- dating^back to 1923 %wheiv Stfayer ahdi 
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and :Halg first proposed It. 
Le^al Consider ations 

New* Mexico had^ a Rodrig uez-type suit file d= which became mpo_t upon: the 
U..:S_.- Supreme Court 's 5 to 4 decision ; and like CaMf prnia , the New Mexico 
Constitution does provide for **equal protection-* and therefore suggest that 
a Serrano-:t)rpe sui t (in St'ate Court) may jHave been forthcpming. 

^I^ob ably -the most p f rom Serrano is that the quali^ty 

4 

of .a child 's education should^ not be a function pf the wealth of his parents 
and neighbors, :but based upon the weatth of the state =as~a- whole, Dpes ^ 
New Mexico's reform legislation ^meet that ^test? In the opinion of this 4 

wi^ifee^,, S^e^l- She ief orm^ Jje^rsl^titrfiMde^fin^ prpgramiine^! loni a\ sitatewrde 
^b^isiy, cha^ges-^back ai uniffipi^ niiSl3^ fl^^v^^ for P^pjer^^^pn^ ipurgpses^ ((the 
Montana Supreme Court iecently^ ^uled^ as^ ini ather States:,, ithat a^ uniform. 
a:ex^ .f brr->eKiuCatioh is ai Statje tai^)i,. andnth^ s tate ccmt^but^s^ 
^needi inversely ito Idicai cpnfcribu:tipni ^to !progr^am-need^ ^Hpwever:,, ^the Sjtate 
doies. inpt prpvide^fgr systjematic fiscal/ assistance tp= schcK)^ distri^ 
capitateputlJay and^ d^b^t^sermce^ niierefpie;,. thje quaiatt)^ of educational^ 
ifaxnflEitires andt equipment in: the-dis tri rel^ uppn^^the-weaitb^A^ 

^a chMM"^ ipa^^ 19^ Ijegisiature has a ^proposal to 

iprpyide systematic capitafebutlay assistance as well^ as^ emergency/ assistance.;) 

There does Remain two areas of potential 3Si^igati^n ^reiate^^ to^^^^ Njew^ Mexico 
schopi finance refpfm. Tlve first regards ^the provision that takes credit, 

as iocal contributipn toward heed, for 95 percent of ^P,L, receipts.. 

f 
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Although covered by the Dol^ Amendment In 1975-74,- some questions reniain 
=as-= to the method by whtch states may do so under the Educatipnar 
Amendments of 1974 Incorporated in E^L. 93^-380;. The Amendments require 
that -the Office of Education establ;ish-guidelines to implement the 
provision,- but those guidelines are yet to be approved.. The court has 
ruled: in favor of the State of New Mexico with regard to the taking 
of credit for P.L. 874 funds^but the method must yet be settled. 

Another area of potential litigation regards the p^^^ 

one school district differently than-other distrrcts. Testimony in the 

case has already been given and: the Cpur t Vs decision Is expec ted 

_- _ _ _ 

shprttlyf.. TOe casie iwyunoLt ^triedl prii the '"equ|ffi iprpteetrpr^ 

^t^e '§Jatje iGogst^ pniithe 'supr^lacy^ dpcjtrln^' of 

a\ lEederal ^ency^ acti^ni pv^f ^ac^lo^hs^ of ^the stct^ i 

__ - _ - _ _ _ ^ 

Summary^ , ^ ' > * 

TheMp^rimary Intjet^ New Mexifcp^^i schppl Mnance *ef pirrn leglslatlpn wa^^ 

upi equaH^ze ijexp^n^^ the 88^ sdi^pl =dis:txl:cts^ ithTpugh a #c^re . 

saphistlcat^^ d^fini! "needi* andl tpi ensure^that alfl; disltrrcts. , 

^pyld^'have ac^c^s itp ^revenue nec ^tg uneet iOOhpiarcent fof "need", 

iBp th^ dls tributlpnal and^ l^axpayer equity are ipr pvlded^ Im ithe ref pm;: 
dls:trlbutlpnal equl^ through jdeflnipg "need" on a^ weight ed^pupil/ 
ibasls ,and ttaxpayjer equity^ ^hrdugh^the^^i^form ipropefty le:^ and^^^y 
Providing state revenue inversely to Ipcal revenue . Local revenue Is 
defclSed; as 95 percent of (0)^ the receipts of a uniform le:^ pf 81.325 

miaXLs:, 020 'B.L. 874? receipts, C3)? districts sha^ of motor vehicle 

i * _ , , 

license fees, (AO^Eprest Reser^ve funds, and (5^ regular vocational ^fundsi. 



It Is suggested that New Mexico meets the Serr aho^^tes t of fiscal 
neutrality £or operational funds but remains lacking in a systematic 
prpviston for capital-outlay and debt-service. It Vas noted that 
the 19-75 Legislature .i<s considering a popular Capital-outlay Bili. 
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NEW EDUCATION POLICY IS SET IN GEORGIA 

In March- 1974=, Georgia's General Assembly enacted Senate Bill 672, 
entitled the '^Adequate Program for Education in Georgia Act" 
which provides for sweeping changes in tfte administration and 
financing of the State's elementary and secondary education system. 
Recognizing the need to provide "an equitably financed public 
educational structure assuring each 'Georgian an adequate 
educational opportunity'', the new law redefines the basic education 
goals for Georgia and provides a new basis for their financial 
calculation. Georgia will be building on a system of State support 
which provides more than 60 percent of the combined State and loqal 
funds far edujcatipny chieMy ithrough a foundation program. 
The chief aims of this law are 

!• To provide increased State support through^ an expandedi 
foundation prpgrath; 

To aM:pw for inpreased financial support for special 
educatiotv; 

3% To include vocational education as aui Integral ;part 4t the 

general education, program; 
4^ To provide local school syst^s more ©jexibiflSiAty Iri utilizi 

S^tate financial aidi;: 

» 

5, fb establish a= program of compensatory education:; 

6. To support kindergarten classes.; 
To provide for equalization s^ong school district expenditures. 
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The lav becomes e£f ective \)n J^Ly 1, 1975 and replacea the minimum 
foundation program which has^x b;een in effect since 1964, For the 

... . - "v- 

ficrst time, the rvew law provides for some equalization in school 
distTict: expenditures by adding a form of district power 
equalization. The most Important features of Senate BiH 672 
are described below. * , 

Pupxl Ins tructional U nit Ratio Under the new law;, authorized 

instructional unit: support of one teacher for 25 pupils.in ada 

is extended to all grades 1-1^ in the regular program. At present, 

Insltruc^^nal su^ppnt ifor grades is authbrizedi at one teacher 

urn^t ^ or eacb 28 ipupisrs ±n\ ada% The new prpyisj;pn is . es tima tedf 

at requiring arn addittional $1S aidJ^on 'in Sta^ 

at i^reserit levels of State supported! tetachers salagi^s.. 



Special-iEducatio ni Sweeping suppor^t for special education is 
authcirizedi in fead^ 3/anguage in ithe O/aw^ich s:tates:^ '^Mi children 
and youths who have special educ^tidin . needs shaJHl alsp^be elS/gible 
for sp)ex:ial edueatipni sef^icesi,.,.,., l^pcai units of admihistration; 
shalfl.^ ...iprovide ai sp^ecial/ educa tipn .prpgr^ !f or alSU s tudents wiJtfr 
special; needs who are residents of their schbpi systems. . *.. The 



State abardi of Education^ shalSD'^ha 



/e the authorl^ty to prpvi^e 



educational and training servicesj for children wh^b have special 
educational needs, by contracting with suitable private 
organizatibns or public agencies or by making grants to parents 
of such children, subfjeat to. certain limitations . Eor excep'tional 
children enrolled in public schools j the new law authorizes one 
^nsbructional^unit for each 12 pupils in ada in self-^-'contained 
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education classes in grades 1-12. Under the present law, some 

« i *' 

additional teacher units a're provided for special education 
without specific reference t^^^pupil-unit ratio. 

Voca t ional E d ucation is established as an integral part of the 
general education program. It is clearly the purpose of the new' 
law to place vocational educational programs on a par with general 
"education programs. The law, in effect, allows the State to 
finance up to cjne- third of the authorized local instructional posts 
for these programs. The State presently provides salary supplements 
for teachers in vocational education with actual amounts depeading 
om authpgi/zed^^unds.. Ih^ 19?V^^5 §pme $M:i3 mlfllfl^n^ in State aid= 
^as ^ptdviMed^ thrpugh^the ^ocati/onal ^iducatlph Jund , a s\jp^ equal to, 
5 •!8i%^pf State educa:tion: aid^ in ^that year • 

Gbmpensatorv Education- Tor the ^ttrst tiiriei, ^Geprgia :has ^takeni some 

_ _ __ _^ 

tentative steps= toward supporting compehsatpr^^^ 
prpvidingJ 

The State 8pard? of lEducation sh^alS/ iprpmulgate irules.^ 
Tegulatdrons aridi standards and establ3;sh! the tem 
ahd^ cbndi/tlpns ^necess^iS/ to implenien:t progra ms oj^ 
^compensatory educatsipn. 'Gpmpensatb^ educatl^ 
include ,. ^but shada; .not be dMdSed: to,, .prbgr:a^ 
iremedial reading, mathematics ahdi such other pro grants 
as needed. . ^ 

The iBpafd of Education shall determine the number of students-needing. 

compensatory education and: estimate the State cpsts for such prbgrams 

h Sreschool. E ducation program is established. Half-da^ kindergarten 
classes are authorized: for £ive-year old children in the regular 
prpgram. For exceptional children, programs for three and: four year 
olds are also authorized. 
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jProyision for non-c ateRorical use of S tate funds An important feature 
of the new law allows more flexibility to local school systems in their 
use of State funds. Up to one-third of the State funds allotted 
for instructional units may be used for instructional personnel other 
that I '^.ers, provided the State Board of Education has approved the 
plan describing how the funds will be used. In effect, this portion 
becomes a form of general rather than categorical aid. , 

Other support p rovisions Additional financial support is allowed for _ 
r variety of purposes rangi^ng_fxom-fuhcis for instructional materials 
and media to funds authorized for\ick and personal leave expenses. 
For the first time,, allotments are authorized for elementary instruc- 
tional specialists and for the acquisition of instructional equipment* 
Transportation aid for independent systems ((Sties) '^is also included 
-for the' first, time. 

School Accountability and Assessmen ts The new law contains several 
provisions relating to the accountability of local school systems 
and to program improvement. The State Board of Education is required 
to establish perf ormance-based crite* la for the evaluation of the 
instructionajfprogram of each public school. Provision is also^ made 
for the establishment of an annual statewide assessment program to be 
administered at a minimum of three grade levels. Training programs 
are expanded for public school adminis.tratoi/s which are designed to 
improve the instructional content of local school programs. 



251 

• r 

District Power Equ alization Under the new equalization provision 
-featuring district power equalization (DPE) , the Act guarantees a 

level of financial support equal to the tax yield of any millage 

r 

levy on the school district ranking at the 90th percentile in dollars 
of assessed valuation per ada. These valuations are based on 40 
percent of the equalized adjusted school property tax digests of 
the school districts. State equalization support is not tied to any 
fixed level .-of per pupil expenditures, rather it Is linked to a 
schedule o*f tax yields for one of the State's wealthiest districts, 
i.e. the district with assessed valuation ranked at the 90th percentile. 
The schedule is computed by calculating the yielK.^ from differing 
mitiage levies for the district at tKis 90th percefvt:i\te. 

in 19;7iL— 72, equalized property value per pupil in ada at the 90th 

percentile, $50,745 was 2,74 times greater than the lowest value, 

$iU,/ir57. The median property value per ada amounted to $36,243. 

+ 

Sinee local support accounts for about 35 percent of State and local 
monies for education and because of the relatively low ^dispersions 
in property values ,^ the amount df State money needed to fuiid the .power 
equalization proi sion is currently estimated at 72.5 million at 
the going local tax rates. This sum equals about 12 percent of 
total Si-.ate aid to LEAs ($586,000,000) in the 1974-75 school year. 

Minimum local support is specified in a provision which requires that 
the local contribution be related to the value of the district's 
share of the total equalized tax digest in the State, irrespective of 
school attendance. For several years now, the minimum required local 
support has been frozen at a sum between $78*5 million an^ $78»6 million. 

?A3 
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This amount is pro-rated among school. districts in the same ratio as 
Htheir equalized property values Ijear to the State total. For each 
year that the required local support is frozen at this dollar amount, 
the State share of public school expenditures has been rising. The 
new law retains the property tax as the sole source of local support 
. for education. 

The guarantees of the district power equalization provision limit the 

annual growth in education expenditures for each school district to 

$100 or 125 percent of expenditures per ada of the previous year, 

whichever is greater. Add-ons above the guarantees of DEE will still 

be allowed. Convergence of district expenditures, if any, cannot 

be ipredicted, for it will depend on such diverse factors as: 1) the choice 

of tax rates by a school district; 2) changes In school district 

enrollment; 3) the level of state funding of the new school finance 

me^Sre; and 4) changes in local property values (and tax yields) 

to growth and inflation. 

Epr 1972-73, the range in per pupil expenditures for instructional 

purposes alone varied from a low of $380 in Ben Hill County to 

$768 in Atlanta. These amounts include Federal education aid. 

At tlie same time, total pupil expenditures varied from $512 to $1,095 

wiith Atlanta aga'n the highest spending district. Data on school 
f ^ 
expenditures excluding Federal aid are not available. It is unclear to 

what extent ^hese expenditure disparities result from regional cost 

differences or from px;ogram differentials for children with special 

2:3 
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The taw spells out the procedure whereby the DPE allotment can be 
calculated by a school district. An LEA will: 1) choose its 
per pupil expenditure level for the following year; 2) determine 
the ml/llage rate required for this expenditure level on the basis of 
the guaranteed valuation school district; 3) apply that millage rate 
to the equalized assessed valuation of its own schoal district;' 
4) subtract both the yield from the State-imposed minimum millage 
rate required for local support and the yield calculated under 
(3) from the desired per pupil expenditure.; and 5) multiply the 
resulting difference b^ the number of students in ada to determine 
the amount of 'State entit^lementi ihe number of students in ada 
^iM/ be based on estimates of ada of the current year. 

Whenever annual appropriations are insufficient to cover the financial 
requirements of the equalizatiph features of the new law, then 
;prpvlsioh is made f or lowering the guaranteed^ valuation to a level at 
which available funds can be equalized. 

iFundihg In March 1975, the Georgia Legislature appropriated some 
$^l8^(6 million for State aid^ to local school districts for the 1^75^Z6 
school year, an increase of nearly 16 percent over the 1974-75 appro^ 

:priation of $586.3 million. The increased appropriations were largely 
distributed as follows: 

Millions of dollars 
Increased teachers salaries ^ $45.0 

Reduction in pupil-instructional unit ratio _ 14.0 
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Millions of dollars 



Additional teachers for special education $ 1.6 

Vocational education 5.0= 

Gompensatory education 10,0 

Pre-school education 9^5 

Instructional materials and media services 4,b 

Transportation aid for cities ^ 1.0 

School lunch 2.0 



There was no provision for funding the district power equalization^ 
section of Senate Bill 672. 



i 
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KENTUCKY INTRODUCES PUPIL WEIGHTS IN STATE AID^PROGRAM 

♦ 

Starting with the 1975-76 school year, Kentucky will launch a system 
of school aid based on pupil we^hts for its foundation program. 
Under Senate Bill 280, enacted in the spring of 1974, state aid will 
be calculated in accordance with a pupil weighting system whicH 
varies by grade for pupils enrolled in the regular program. For State 
aid for special education, differing weights are assigned. to categories 
^pf exceptional children, and f or\vocational education, weights are 
established by types of training program. 

Kentucky :provides one of the highest level of State support for public 

/ _ _ __ _ 

schools in the county.. 3!htoiigh its. fomdat^ State aidi in 

aS^^^ ampuutedt to $263:.3^^m^ ^eOMp^rcent of the total Sta|:e 

and= a:pcal ieducatlon. ^venues of miGMgim Nearly aOSl; mo f this 

State aWt was chanhele^^ ithrpiighi a. aprpgrM ibased^ on classroom units 

with one iteacher f or^each .27 ^pils in ±h the igrevi.ous school ^ear.* 

^^he nw 1^ culminates t ^ears of concern arrd activity on the \part 
of the State Legislature, the pepartment of iEducatibh, a: 100 member 
eitizjeni ^visory^ Gpuncli, and^ ^key ediic atibn assp ciatiJphs in" th^ State>^ 
^Kentucky ^as also the target of a special study by the National E^- 
c'ation Mnance Project which developed? a model school &inanc^ .plan 
Sox ifche State. This plan is published: iti a^olume,. enti.t3:ed,. 
^Einahcing the ;Eubl^C- Schools ofL Kentucky . While th^ NEEP recqnunen- - 
d a clpns ranged over the entire education prpgram, those embodied in 
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the new (Kentucky law reflect the thrust closely identified with: 

/ ' 1 ' 



this group, namely the ^introduction of pupil weights for State aid 

\ 

a classroom ^unit basis. 



purposes ,\and the calculation of State aid on a pupil rather than 



The new law est^lishes the following weight differentials in the 
regular program: 

Level Weight 

Kindergarten ' 1.10 

Grades 1-2 1.30 

Grades 3-8 1.00 ' v 

Grades 9 - 12 1.20 

ahese ^weights wiH apply .to the fuia.rtiine' equi^ of average daia^ 

attendance of :piipi^s =enrpiaed^ during ithe first three imgntbs of the 

school year. For special education a la^ *^d^on-weights" are app^^ 

to :the ^^ollbwing: categories of exceptional chldMrenr 

Categories ' " Add--bni^eigh t s"' 

Physicals^ ^Handicapped! /t?50^ 

iHard^ oi Hearings ^lA.^O^ 

Deaf - 2.00 

Mentally ^Retarded! EdupaBle 1.10^ 

lE&ti^naiay ^is turSedi 2 

Neur<ylogical^ Impaired! 2 . 30^ 

^ ^isuaMy igs^dicap^^ ^ . 2.^0^ 

Mentally Ret:ard(Bd! Trainable i i 30 



The full-time equivalient attendance during the first three months of 

the school year for each categoiiy wtll be multiplied by these add-ohi 

weights. The sum^of these will equal the additional pupil unit aid 

> 

-for exceptional children. 
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For vocational education, six categories of programs have been 
designated for weighting. The "add-on weights" range from a low 
of .30 ^pr programs in business office skills to 1.55 for some 
programs in mechanics, agriculture and health occupations. The lav; 
provides for a regular review and update of the weights designated 
-for all programs. ^ . * 

Tlie weights embodied in the regular program were those recoimended by 
f NEFP following their extensive analysis of actual program costs 

incurred in Kentucky. NEFP also undertook in-depth studies of existing 
program costs in special and vocational education but their recommen- 
datl9p:4= for these programs were not as ciosely f olJlowed-. In^ the area , 
of iremeddSi reading, NEFP ^had^ Tecommendedl a weighting: of 2^w30> ^hlie 
the 3;aw/ pmit^ soeclai weighting for students enrolled in such 
^programs. 

Ini ord^r ito-compute program cost Indices, NEFP utilized :prpgtam 4ata; 
files existing in the State for a representative sample 28 school 
districts in Kentucky. Inforaatlon gathered^^ eachi of the sample 
lis trie ts and for eadh program included: 

1. The number of full time equivalent students enrolled^ 

2. The number of Instructional personnel; 

3. Salaries paid to this personnel; 

4. Other current operating expenditures allocated by 
program. 

*The data wfere analysed^ separately for each sample district and then 
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aggregated to obtain statewide program costs for the regular program 
and for the separately identified programs in special and vocational , 
education. No attempt was made to search out the "best" or most 
effective programs. NEFP Quantified available program information 
in order tq obtain existing program cost differentials. 

Kentucky's new school aid law becomes effective with the 1975-76 
school year. During the transition from the present classroom unit 
basis of calculating stafe aid to the pupil unit basis, a hold 
harmless pjovisidh exists in the law w'^ch allows each school district 
tp calculate its entitlement under, both units and claim the more 
favorable amount. In subs'e^uent years, the value of the pupiCL unit' 
will be set for each year by the General Assembly. 

Conclusion 

Kentucky is now set to introduce a new system of school aid distr^ibu- 

tion which allows greater flexibility in designing programs around! 

pupils rather than the' classroom unit. The introduction^ of pupiU^ 

weights reeognizes the cost differences apparent in tha delivery of 

the varied program offerings* Nevertheless, the financing of the 
» V 

State's education program still poses serious problems. The level of 
public support for the education program is well .below the national 
average. Further, substantial disparities in local revenues for 

■/ ' ' 1/ 

education exist, but the new law is silent on equalization .i' 



1/ For 1972-73, state and local education revenues per pupil ranged^ 
from $457 to $1,027. Combined revenues for the median school district 
weire $597. Betv/een the 10th and 90th deciles, the range was from= 
$519 to $710. 
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Local- support for education is subject to a roll-back provision of 
the law which limits the local tax rate to that prevailing during 
the 1967-68 fiscal year, with the tax base adjusted to reflect actual 
-growth in assessments. The original tax rates had largely reflected 
inter-district differences in assessment ratios. When Kentucky shifted 
to assessments at full cash value, the original tax rates were allowed 

to remain in effect. As a result, substantial variations in local 

^ 

tax efforts persist. These rates can only be changed' b^ local v^Dte, 

School districts are authorized to supplement school property tax 
revenue with three permissive levies, namely occupational, utility and 
excise ifcaxes. However, the NEFP^-report concludes, that these, levies 
:£uf,thef disequalize education revenues among syehbbl districts ^'.ecause 
of the Wide disparities in the revenue potenti^l^from these sources at 



=the local level. 



M^^tlpnal state re\enues may be required to futtci the new System of 
al^^ distribution » Whether they will be fbrthcoming Is uncer^Ulo, at 

♦ 

this- time. A provision in the law allows for a percentage reduction 
In It he school district allotments when the General Assembly doe^ not 
-app_rop>iate sufficient funds to meet the act's requirements, * ^ 



V 



